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TUESDAY, APRIL 28, 1959 
U.S. Senate, 


SUBCOMMITTEE ON RETAILING, 
DISTRIBUTION, AND Farr TRADE PRACTICES, 
OF THE SELECT COMMITTEE ON SMALL BusINEss, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10:05 a.m., in room 312, 
Old Senate Office Building, Senator Harrison A. Williams, Jr. (New 
Jersey) presiding. 

Present: Senators Williams, Humphrey, Moss, and Scott. 

Also present: Walter B. Stults, staff director, Eugene P. Foley, 
counsel for the subcommittee, and Harold Putnam, counsel. 

Senator WituiaMs. The hearing will come to order. 

This is the first of 2 days of public hearings by the Subcommittee 
on Retailing, Distribution, and Fair Trade Practices of the Senate 
Small Business Committee. 

These hearings are concerned with shopping centers; more pre- 
cisely, they pertain to alleged discriminatory practices against small, 
independent businessmen with respect to their obtaining space in 
the centers and also in the matter of rentals charged. 

During recent years, numerous small, independent businessmen 
have registered complaints with their trade associations and the 
Senate Small Business Committee to the effect that they are unable 
to get into proposed shopping centers because they lack the type 
of national credit rating required by the financing institutions which 
underwrite the centers. On behalf of the financing institutions, it 
is argued that since these are long-term loans and they cannot 
speculate with their policyholders’ money, it is necessary for them 
(1) to insist on the types of tenants which best assure full payment 
of their lease for the full term; and (2) to preclude the possibility of 
large chainstores or supermarkets opening in the same area. As a 
result, the independent businessman in certain retail fields is finding 
it more and more difficult to obtain space in shopping centers even 
though he may have the capital, experience, existing market, and 
the respect of the community. 

Some retail fields are getting hurt worse than others. This arises 
from the fact that certain fields are essential to every center whereas 
others are optional. 

In a recent sampling of 1,000 leases taken at random in the major 
metropolitan areas it was discovered that 54 of 69 leases with super- 
markets in the previous year were in shopping centers. Of these, 25 
were with national chains, 16 with regional chains, 13 with local 
chains and none with an independent businessman. In the same 
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sampling, 30 of 42 leases with variety stores were in shopping 
centers. Of these, 30 were with national chains, 8 with regional 
chains, 2 with local chains, and only 2 with a local independent 
operator. Much the same was found with respect to leases with 
druggists, department stores, shoe stores, and women’s apparel stores. 
In other fields, the predominance of chains is not so marked. 

Thus, there appears to be a definite trend away from the historical 
system of local ownership and operation of retail stores which provide 
the daily necessities. While such a change of itself is not necessarily 
a bad thing, it becomes apparent that the social and economic forces 
bringing about the change ought at least to be reviewed when it is 
learned that in the supermarket field alone 87 companies out of a total 
of 51,144 accounted last year for 62 percent of all supermarket sales. 

It is the purpose of these hearings, therefore, to give a thorough and 
comprehensive review to these problems. 

We would like to call Mr. Sol Atlas, who is from Yonkers, N.Y.., 
and a shopping center developer. Mr. Atlas, will you come up to 
the table here and be seated. You may proceed as you desire. 


STATEMENT OF SOL G. ATLAS, PRESIDENT, SOL G, ATLAS REALTY, 
INC., YONKERS, N.Y. 


Mr. Artas. I am going to briefly touch on just a few items. If 
then you would address any questions to me, I think that would be 
more helpful than for me trying to expound on any of the theories 
that are involved in what I say. 

Senator Wiiu1ams. Do you have a preliminary statement? 

Mr. Attas. I haveno prepared statement. 

In the first place, the shopping center is nothing new—it is no 
phenomenon—it is the same system as the former peddler who ‘used 
to take his wares directly to the consumer. And today because of the 
growth of our Nation into the suburban areas, we have brought the 
wares directly to them. 

It is a new dynamic approach, true, because it is catering to a com- 
pletely new field in regard to what we represent ourselves as today. 
It has not meant the taking away of the downtown area at all. It 
is meant to supplement and to implement the downtown area. 

There are various types of shopping centers. There is the great 
regional shopping center, which consists of department stores, a 
group of variety stores, or junior department stores—every type of 
shopping imaginable from food to the utmost in clothing, and even to 
automobiles. And then there is the community shopping center, 
which takes care of a smaller community. Then there is what we call 
the strip center, which is in between, and all take care of the areas 
without taking the metropolitan area draw or attraction. 

The cost varies based on areas of the country where you have dif- 
ferent rates of employment and, also, based on the requirement of the 
various tenants. 

As an example, if you went into a regional center where the tenants 
are of a greater caliber, and when I say “greater caliber,” I will ex- 
plain that word a little later—their requirements are greater and, 
therefore, the cost of these centers in construction become higher. 
They represent a very marvelous attribute in that whatever taxes are 
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developed, real estate taxes from these particular centers becomes 
free taxes to the community. The community invariably gives no 
services whatsoever to these huge regional centers, 

Senator Wiuiams. You are talking about the regional and not 
the community type? 

Mr. Arias. Not the community, no; because they represent any- 
where from 40 to 100 acres in size. They have to have their own 

yolice force, their own garbage removal, their own sanitation. They, 
in fact, install their own electric lines, their own waterlines. But the 
community gets the real estate taxes in toto and gives nothing but 
fire protection in many cases. They won't even come in with police 
protection, because they maintain it is private property, the same as 
if it was the driveway of your home. They won't go beyond the 
periphery of your driveway. Therefore, unless there is a call for 
it—there must be a definite call, but on a voluntary basis—they do 
not come in. 

So these taxes become free to the community. You take nothing 
out of it. But you give everything into it. 

The size of these stores in these regional centers as such will range 
from the little service store of 800 square feet for a small tailoring 
shop to as much as 250,000 square feet for the department store sad 
takes in the gamut of everything in between. 

The leading tenants, of course, that you strive for are the depart- 
ment stores. You are compelled to. To the department stores next 
in size comes the national chain variety and junior department stores ; 
and, then, of course, the chain supermarket and the chain drug store. 

These things are extremely essential to the shopping center devel- 
eper—not by choice. But he cannot finance these projects unless he 
has those particular tenants or a sufficient number of these tenants 
who would cover all of the financing charges, including his real estate 
taxes. And then he, of course, can go to the individual tenant. 

Getting to that particular equality or inequality, whatever is deter- 
mined here, it may be the shopping center operator is faced with this 
dilemma, that if he was going to take the individual operator, a very 

ood individual tenant who comes of an area, known in an area, he 
is faced with the possibility that he gets no credit for that lease what- 
soever or a negligible amount. He, therefore, is compelled to make 
deals and sometimes deals that are extremely inequitable to him with 
the larger stores, chainstores, and then place the burden of the dif- 
ference on the individual tenants who come there. It isn’t that he 
doesn’t want these individual tenants. He not only wants them, but 
it is necessary for him really to have them, because they represent the 
basis of a personal liaison between the public and themselves, which 
the chainstores do not. It isn’t an absentee management. It is the 
direct management. And it is a direct advertisement as well, because 
the chain and variety stores usually do not advertise locally. Some- 
times, they do, but it is not a usual thing. They will advertise on a 
national or regional basis. They will not advertise directly to that 
particular location as the individual small merchant will. That be- 
comes a plus factor to the shopping center operator. 

We do not discriminate against them. We are discriminating, 
however, in that we must charge him a higher rent than we do the 
chainstore. In the first place, in order for financing to be obtained, 
T would say that you would require 65 percent of triple A-1 tenants, 
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meaning the national chains, and in some cases regional chains, who 
make up 65 percent, because that would be the basis of obtaining the 
mortgage financing todo your job. Wego further. 

We say to you that we think we are unfair, but you show us how to 
be fair. Give us the means of making this equitable. We did not want 
to charge the chain or variety stores, the national or variety stores, for 
example, $1.25 a square foot, and in some cases that is high, or say, 
$2.00 or $2.25 a square foot, and in some cases more, from the individual 
tenant, but you show us how we can do otherwise and survive. 

I may say to you that there are many centers in these United States 
that though they look successful are unsuccessful, because the deals 
that Soa tigeat made with some of these national chains have become so 
burdensome that they cannot make up the difference with the individ- 
ual tenant. Too many restrictions have been placed upon them, and, 
therefore, they cannot even at this time see any remuneration for the 
work they have put in. 

I must read to you from an article or rather an address that was made 
by a vice president of one of the department stores, who, also, owned 
shopping centers, because paradoxically some of the department stores 
have invested in these shopping centers themselves, created them them- 
selves and have become the landlord through subsidiary companies. 
And what does he say? “There are many built to serve the suburbs of 
practically every major American city.” He is talking of the regional 
center. “Almost universally, they have been successful for the depart- 
ment store tenant.” Almost universally. “They have Tecintarel the 
volume that had been lost in the downtown areas and, together with 
that, have even ge farther ahead. But what about the success of 
the center itself?” He says, “Some have been financial successes, but 
at least as many have been financial failures.” 

Here iis a department store head who wears two caps, (1) as a 
department store head and, (2) as a shopping center operator. 

ne of the reasons, perhaps, that some of these are not the successes 
they should be—let us not blame it on the leases as well—is that the 
know-how of the individual who was behind this project was not 
sufficient. He was not a professional in that sense of the word. He was 
misled by various named tenants that he had and, therefore, went in to 
build this project and found it a financial failure. I wish to read from 
an address that I made—TI called the department store the “king” and 
I called the chainstore the “prime minister.” And why did I say that? 
Because the department store takes the attitude that the entire center 
is dependent on them. And so do, in a lesser sense, the national 
oe without their leadership, the center as a whole would 
topple. 

Tins this is a fallacy. But it is not fallacious—and again I must 
come back to this particular part of it—it is not fallacious in regard to 
the financing of the center. We cannot obtain the financing that we 
require if we do not have it. So, in one sense, they may have some 
justification for saying it. 

But what is a nrpaing citer § When you take these rows of stores 
in a shopping center you have a department store in itself. Instead of 


having it in a vertical line, you have it in a horizontal line. You have 
every type of merchandise that a department store carries and, per- 
haps, more because each merchant carries it in departments. 
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So, there is the great possibility, I would say to you, that we do not 
require the national chain in as great a portion and this may react to 
me in a very bad way some day when I get back to my office, but I have 
preached this for quite a while. I say, we need the individual mer- 
chant, but we need someone’s assistance so that we can make them part 
of the center equal with the chain, who today is the chainstore. Years 
ago, I say to you, this very same chain, this national chain, was nothing 
but an individual tenant on a downtown main street. And today he 
has grown to these proportions. He has grown because our country 
has grown, and because people have assisted him in growing. 

A cast system is created within the shopping center, and the depart- 
ment store is first. And as I say, he feels he is king, and the national 
chains never far behind and, also, envious of the neighbor, assume the 
self-appointed position of prime minister. And they now, like a well- 
regulated court, attempt to establish and dictate general policy not 
only regarding their business policy but, also, for the shopping center 
itself. In many cases, in many many cases, the department store or 
variety chain—and when I say “variety chain” I do not want to be 
confused as saying I am referring only to the 5-and-10’s, I am re- 
ferring to all of the national chains. They regulate the center in the 
restrictive covenants that they insist in the lease in many cases. So 
that they control the center as a whole in many cases. And I, for one, 
am playing today with a situation where I cannot even change a road, 
because the department store says, “We have an easement over that 
road, and what is good for the rest of the center may not be good for 
maroy*: therefore, you cannot change the direction of this particular 
road. 

nr you cannot, naturally, afford to keep going to court with these 
things. 

I consider the result completely false, however. I do not believe 
that they contribute to the center more than the individual; the chains, 
and the various kingpins contribute to the center as much as the small 
man can. In fact the chains call the small business, “parasite.” They 
call him a parasitical tenant. Because in many cases, and this is 
paradoxical, the little man won’t go in unless he knows that the king- 
pin is there. He says, “This kingpin makes your center, and I will 
not go in to pay you any kind of rent unless you have the kingpin.” 
And when you get the kingpin, this man is so desirious of coming in 
that he will pay practically anything that you wish. 

Contrary to what you have had expressed to you, there is no dis- 
crimination against them. They want to come in, but they only want 
to come in if you have the kingpin. Perhaps an educational back- 
ground should be given them that they are just as important to the 
center as the kingpin. The truth of it is that if you get a good, 
aggressive merchant, he can do more volume per square foot than the 
chaincan. That is something that should be very seriously considered. 
Does he do it because the chain is there? I say to you, yes, perhaps, 
there is something to that. But I say that the chain could not exist 
without him being there, because he is the one who does the direct 
advertising, he is the one who has the direct contacts with the public, 
and he is the one who can give the better service, but in many cases 
he is frustrated. He is frustrated because though he wants to come in, 
he cannot afford to come in. 
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First of all, he is placed in a secondary position of the center itself. 
And regardless of what my colleagues may say, we have a prime area 
in a center, and we have a not-so-prime area in the center, and the 
national chain has first choice. They have the first choice. 

Senator Humpurey. Why? 

Mr. Artas. Senator, they practically come in and dictate to us, be- 
cause they know that without them we cannot obtain anything. 
Without their paper on that lease, we cannot go to any financial in- 
stitution and get the financing. This is inconsistent with downtown 
areas. The finance companies will recognize an individual tenant in 
a downtown area, because they look at the location as well as tenants. 
In the shopping center today, every insurance company in the 
mortgage department or in the bond department will tell you that 
unless they have triple A-1 tenants, and sufficient rates from those 
tenants to cover all charges, they will not accept the center as a 
mortgage risk. They only take the other individual tenant, after 
they have received the complete takeout of their mortgage payments 
and taxes and insurance through the triple-A tenants. 

Senator Humpurey. In other words, the financing is tied up di- 
rectly with the large national outfits or large chains, 

Mr. Attias. Without a question. 

Senator Humrurey. So this is just a process of building the big 
outfits at the expense of the little ones. 

Mr. Attias. That is correct. That is why I say to you that the 
deals that you make with the big outfits are usually so unattractive 
that you must make up the difference with the little man. 

Senator Humrnrey. And charge him more. 

Mr. Arias. And charge him more. You must charge him that 
difference. 

Senator Humpnrey. He rides in third-class accommodations and 
pays first-class fare. 

Mr. Aruas. He is a second-class citizen paying first-class passage; 
that is correct. 

Senator Humepnrey. Quite a show if you can keep that up. 

Mr. Arxas. And there is no other way it can be done. 

Senator Humpnrey. You mean there is no other way it is being 
done. 

Mr. Arias. At the present moment. 

In fact, I said this in effect, the results become similar to a country 
in which the little man is working to support the head of the govern- 
ment, and that is why I term the department store “king pin” and 
the chains the “prime minister.” 

The lending institutions are equally wrong and part of the guilt 
must be laid at their door when they insist that a great proportion of 
the occupancy be devoted to the various chains. 

And I say to you again that no main street was ever made suc- 
cessful unless it had a good hard-hitting individual merchant, Sen- 
ator; no main street was ever any good—I don’t care where it was 
unless it had such tenants. In fact, in many of our smaller com- 
munities—I am not talking now of the big cities—but I am talking of 
some of the smaller towns of 50 and 60 and 40,000 population, many 
of the chains never came into that town until they knew that street. 
was made good by the individual merchant at that time. 
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Why is it any different today? When we transport a part of what 
was main street—we will assume 5 miles out of town—and people 
come there with their automobiles, parking their car in safety, and in 
very pleasant surroundings; incidentally, in many of the shoves 
centers you will find very nice landscaped areas, auditoriums, rest 
areas; the auditoriums for civic use, and in many cases without any 
remuneration for the auditorium -whatsoever, and devote this area 
to many civic things, flower shows, cultural things, and a merchant 
wants to move from his main street location or take another store, if 
you please, in our location. He is frustrated. He is frustrated mo 
(1), in very many cases he is put into a secondary location, an (2), 
without a question, he must make up the difference in rent that his 
good worthwhile neighbor is not paying. 

Senator Humpnrey. Is that a common practice ! 

Mr. Arxas. By necessity, it is, sir. This is a frank statement, and 
I do not think that my colleagues who are here would differ with me. 
This is not only common practice, it is done through necessity, because 
if we would have to charge these tenants equal to what we receive from 
the so-called triple A-1 tenants, we not only could not start the job, 
but if we ever started the job would never have sufficient capital to 
finish it or there would be no incentive to finish it, because there would 
be nothing in it. 

Senator Humpnrey. In other words, you are saying to this com- 
mittee that those who can afford to pay the most-——— 

Mr. Arias. Pay the least. 

Senator Humrnrey. Are by their power able to drive a bargain to 
pay the least. 

Mr. Attas. ‘They do so. 

Senator Humpnrey. And they get prime locations. 

Mr. Arnas. They do, sir. 

Senator Humpurey. Those who, at least on the surface, would 
appear to be able to pay the least, are compelled by necessity to pay the 
most for secondary locations. 

Mr. Arias. That is correct, sir. 

Senator Humpurey. Isthata fair statement? 

Mr. Arias. That is an accurate statement. 

Senator Humpnrey. That is a deplorable situation. 

Senator Wiii1AMs. In your opinion, Mr. Atlas, do you feel the credit 
standing or the credit risk of the individual merchant is no larger than 
the credit risk with the triple-A chain ? 

Mr. Arias. Well, let us be frank about it. When you have a 
triple-A chain, you have a credit risk that can be mortgaged, and 
financed without a doubt, without any trouble whatsoever. When you 
have the individual tenant, the local merchant, who can put in every 
dollar he has ever earned, who puts in his ingenuity, his own time, his 
hard work; his family in some cases work with him; that man’s credit 
is practically nil when it comes to a lease in the shopping center. 

enator Wi1aMs. This is a sort of departure from the old theory 

of credit where the man and his background and his character and his 

Repaestion were the things that established his credit, isn’t that true? 
Mr. Arias, That is correct. 


Senator Wiui1ams. You say that does not obtain in this situation? 
Mr. Attias. No, it does not. 
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Senator Witu1aMs. Do you think it should? 

Mr. Arias. Yes, I think that we have placed too much emphasis the 
other way. I might add that there is a commercial bank in my part of 
the world, that 15 years ago recognized that the integrity of the indi- 
vidual and the capability of the individual was more important than 
the financial statement—and backed it up—so that a bank that was 
something like $11 million in assets at that time is today in excess of 
half a billion dollars in assets. And did it strictly on that basis. I was 
one of the men, I might say to you, that they aided in that manner. 
‘That at one time I received an amount of money from them where I 
said that I thought they were going overboard, and he said, “That is 
= duty. That is what we have to do for the community to assist 
them. 

I say that all of your government agencies have been built for that 
‘very purpose to assist the little man, to get a little better break for him; 
to put him somewhat on a par. In this particular case, nothing has 
ever been done to assist him. 

I am not eee the other man’s case. I am not altruistic in that 
sense, but I say, if I help him, I help myself. I place myself in a 
better bargaining position with the chains, and I do not use it for a 
better bargaining position, but I use it for a better equalization of the 
terms that the two should meet. 

Let us not have one degree on top and one degree on the bottom. Let 
us try to find a happy medium between the two. Let one pay his going 
share as well as the other. And that is lacking today for these par- 
ticular individual tenants. And in some cases, Senator, I might say 
to you that the burden is so heavy, it is made so heavy, on these 
individual tenants that it is difficult for them to survive, because of 
necessity we must burden him. I say this is an extenuation of our 
act; we cannot help ourselves. If we could find some means of equal- 
izing it, I assure you that you would find every man in this field would 
be ever grateful for it. 

I would say this, however—and this I must say—I think a deterrent 
should be made on the men who do not know enough of this business, 
not to proceed any further than they have and do any greater damage 
than they have. 

As an explanation of what I say, I do not think that anybody just 
because he may have some capital and has a piece of land has the 
right to go out and sign up leases and then build a shopping center, 
because that can do more damage. 

How does he do more damage? ‘That man is impressed simply by 
names. He will sign leases with anybody of national reputation or 
triple-A. And then itis a very peculiar thing, but the last good lease 
that the chain makes in their favor is from that point on their means 
of obtaining future leases. So, every time they knock you down again 
they want to use that premise to proceed with future leases. As a 
result of that, it becomes of greater inequality again, because again 
the small merchant has to make up a greater difference. 

There is also, many of the chains who probably have hundreds of 
leases on their books of jobs that will never proceed. Will never pro- 
ceed, yet they tie up that piece of property. And then when the owner 
who has not sufficient capital tries to finance on the basis of some of 
those leases, realizes he cannot go ahead. In some cases, the chains 
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have refused to even remove those leases off record so that the man is 
even in danger of losing his property as well. 

Senator WituaMs. I am alittle unclear on that statement. 

Mr. Atuias. Usually when you draw a lease with a national chain, 
you have no mortgage or a small mortgage on your land. The na- 
tional chain immediately records the lease. If you did not proceed, 
they have a right to proceed against you in a suit for damages. In 
many cases, they take in addition to any and all other remedies, one of 
cancelling the lease, they have the right to sue the owner of the prem- 
ises for not proceeding under the terms of the lease. In that respect, 
I do say there is very little that I can criticize in that. 

Senator Wiiu1ams. Don’t you, as the developer, make these leases 
conditioned upon getting your money and proceeding with a certain 
time ? 

Mr. Artxas. In some cases that is true; in other cases, it is not so. 
I have built six of these shopping centers. I started right after the 
war with Miracle Mile in Manhasset, and at no time were any of my 
leases aes upon financing. Well, perhaps, I am either coura- 
geous or, perhaps, I don’t know enough. In many cases, they are not 
contingent upon financing. But in many cases, the leases do provide 
that all of the tenant’s remedies are cancellations. But in many 
cases, also, they have that in addition to any and all other remedies. 

Senator Humpurey. I just want to get in this statement. I will 
study the record most carefully. You will have to excuse me now. 

Senator Witi1aMs. This is a subcommittee of which Senator Hum- 
phrey is chairman. He has about five other committee meetings 
at this very same time. We appreciate your coming in here and 
adding so much to this meeting. 

Senator Humpnrey. It seems like this is the real property aspect 
of Robinson-Patman Act that is not covered; in other words, they 
prevent price discrimination, provide at least equality of access to the 
goods. Under the shopping center there appears—I say “appears” 
because I am not an expert in it at all—from your testimony, there 
appears to be price discrimination when it comes to rentals. There 
also seems to be a little discrimination as to access. 

Mr. Arias. Of course you must take into consideration—and I 
disagree with the word “discrimination”; I think it is an ill-advised 
word, because it kicks at us. We do not discriminate. We are not 
discriminating. I think the discrimination comes from another source 
and we are compelled to follow through. Otherwise, we could not 
survive. 

Senator Humpurey. You have become the engineer of the project. 

Mr. Atuas. That is all. 

Senator Humpurey. The people that really run the plant do not 
have anything to say abcut it. It is the people back there with 
the “greenstuff,” and the stocks and the mortgages and what have 
you, who are actually the managers of the property. 

Mr. Azuas. That is correct. Without financing, you could not 
build anything in these United States. We could not do anything. 
We could not build apartment houses or one-family houses. .\ nd in 
1936 or 1937, I think it was before Chairman Steagall of your House 
Banking and Currency Committee, I testified on the FHA Act and 
the amendments thereto. And that was the success of the home- 
building industry of the United States. That really was the impetus. 
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Senator Humpurey. There is a great deal of difference. Under 
the Housing Act, if you want to have a nice, great big penthouse, 
and you want to have it up there on the 36th floor, if it is prime 
property you pay prime prices. You pay more in proportion for 
the luxury apartment than you do for just an ordinary middle-income 
average apartment. The social factor has some equity, and equality 
has been built into housing. In other words, if you are one of these 
fellows that can afford to live an affluent life, they charge you for it. 

Mr. Arias. That is right. 

Senator Humpurey. Like going into the Waldorf—a bed is a bed. 

Mr. Arzas. If you want that atmosphere, it is all right. 

Senator Humrnurey. You will have to pay for it. That is perfectly 
OK. They have that right. But in this business you get the best 
property at the—— 

Mr. Arras. At the lowest. 

Senator Humrurey. At the lowest prices, and you charge the peo- 
ple who can least afford to pay 

Mr. Atuas. You used the right word. 

Senator Humpurey. You charge the people that at least on the 
surface, again I say, on cursory examination, who can least afford 
to pay the most for the least desirable property, which is a complete 
reverse of our housing financing program. And the same insurance 
companies finance centers, shopping centers, that finance housing. 

Mr. Artas. Yes. 

Senator Humpnurey. Don’t they / 

Mr. Arras. Both. 

Senator Humpnrey. And I am a policyholder in some of those 
companies and they never consult me once. 

Mr. Attias. They never consult anybody. 

Senator Humpurery. They have their money and your money and 
millions of other people’s money, and I think they ought to protect 
it, don’t misunderstand me. 

Mr. Attas. Their attitude is simple. They are protecting it. They 
are protecting it and they are assiduously following that. protection. 
They say, “We are a mutual company; this is for the protection of 
our policyholders.” 

Senator Humpurey. Right. 

Mr. Attuas. “And we have this money entrusted to us, and we are 
not going to place a mortgage unless we know that we can get that 
money back.” 

Senator Humrurey. Wait a minute. 

Mr. Atias. With interest. 

Senator Humpurey. They cannot ride two horses in opposite di- 
rections. If financing of a housing project is sound on the basis of 
current economic and social policy; namely, that if you want to sort 
of have one of these penthouse apartments you pay more per square 
foot than you do if you just have a utility apartment. In other words, 
the big man pays more than the little one, to use simple terms. If 
that is a sound policy for housing, why is it that the reverse is true 
on the shopping centers? They ought to go one way or the other. 
Either they are taking my money as a policyholder on housing 
projects, and taking an unusual or an indefensible gamble with it, or 
they are having a special field day for financing operations over in 
the shopping center. 
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Mr. Arias. Let me confound it still more. I wish you would bear 
with me for one moment. An insurance company will give me a 
mortgage on an apartment house upon which I haven’t yet leased 
one apartinent—— 

Senator Humpnrey. Right. 

Mr. Artas. I will deliver a set of plans to them and I will get a 
mortgage ostensibly two-thirds of the cost or the value of my house 
to be built and the land. I haven't leased one apartment in this 
house. When I do lease them, how do I lease them? For 2- or 3- 
year leases. Yet I get a mortgage on that and the same man who 
takes that apartment later with a 2- or 3- year lease is the same man 
who takes my store in my shopping center. He does not invest a 
quarter in the apartment. Everything is provided for him. 

In this store he invests his entire life savings, whatever he has. 
And his time is in that store, where he has an investment. I cannot 
receive any mortgage on that man, but on the apartment that he may 
rent, I can get a commitment for a mortg: ge. 

Senator Humprrey. The difference 1 think is FHA insurance. 

Mr. Arias. Without FHA insurance, as well. 

Senator Humpnurey. You can get it both ways? 

Mr. Arias. Yes. But, I say that an insurance program for these 
small men, worthy men, ageressive men, of good reputation, to a 
builder who has the know- how, to a man who knows what he is doing, 
who is a specialist in his field, I think would be the solution and the 
answer and a lucrative part is this Government insurance program. 

Senator WitiiaMs. I would like to ask you, or my chairman, Sen- 
ator Humphrey, to straighten me out on my economic thinking here. 
Money has a price. You have to pay to borrow money. 

Mr. Atias. Yes. 

Senator Wituiams. A man who does not have a high credit rating 
historically has paid more for the money. It has been a riskier loan. 
The higher credit person pays less because there is less risk. 

Mr. Arras. Yes. 

Senator Wituiams. It seems to me that maybe financial people 
here have placed a higher credit rating on the triple-A chains. Now 
maybe that is misplaced confidence in “reliability of a triple-A chain 
rating. And, as you suggest, maybe the local man should have a 
higher credit rating than he is getting from the people who are lend- 
ing the money. 

Mr. Arias. In many cases, sir, the entire loan is not even considered. 
In other words, we will assume that I have a regional center com- 
prised of 90 percent individual merchants and 10 percent of the 
triple-A’s. I doubt if you can get any mortgage whatsoever. 

Senator Wiii1ams. At one point, you suggested there was a pre- 
occupation with the needs of the big names. 

Mr. Arias. We are compelled—we are compelled to go for the 
big names for just that particular reason. But I say to you, as I said 
before, I am going to repeat myself, we need the big names as well. 
The unfortunate part is the inequality that we must create that you 
say we may be discriminating, and I say to you, no, we can only be 
dictated to buy our own salvation, in making that inequality. 

Senator Witrtams. I wonder if Senator Moss has some questions. 

Senator Moss. No, not at this point, Senator Williams. 
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Senator Wiis. Mr. Foley. 

Mr. Forry. Mr. Atlas, in one place during your testimony you 
mentioned that many of the local merchants preferred to have the 
chains, in fact, they would not go into the center unless the chain was 
there. Of course, you are just referring, aren’t you, to certain retail 
fields? Some retail fields would rather be there instead of chains, 
isn’t that true? 

Mr. Aras. Yes, I say that is true. 

Mr. Foxry. For instance, the local food operator—he may want to 
be there instead of the national chain. 

Mr. Aras. I would say to you when it comes to food operation, it 
is practically impossible to make a deal with a local merchant, prac- 
tically an impossibility. As such, we see this local merchant gradu- 
ally being pushed out of the business completely. What I am saying 
may be inimical to my own interests but it is true. We practically 
do not see many today at all in the shopping center. We could not 
even use him. I might add that in the grocery field today, however, 
there is much more keen competition among the chains to come into 
the centers than there was heretofore. 

Mr. Fotry. The same applies to a few other retail fields, does it not, 
Mr. Atlas, the drug field, for instance ? 

Mr. Atuas. The drug field is in most of the centers monopolized 
by the chain drug stores. 

Mr. Fortrey. And the variety stores ? 

Mr. Arias. And variety stores, the same thing. You have the na- 
tional chains. But I might say this to you, there is competition, very 
great competition among the national chains, except that they have 
a formula. In other words, when as I said before the last good lease 
they made that becomes the formula for the next lease, unless someone 
breaks them down. 

Mr. Forry. I think it ought to be developed here, Mr. Atlas, why 
in the food and the drug and the variety fields, why the chains have 
more influence in those areas than in other retail fields; it is because 
it is better keyed to these fields, isn’t it ? 

Mr. Attias. They seem tobe more dominant. They are more known. 
If we are going to use names, which by my using names I am not pick- 
ing anybody out, but certainly the Woolworth’s and the Grant’s and 
the Newberry’s are well known names so that in the variety line, when 
anyone refers to them they want to know have you got them. The 
little merchant even asks forthem. There are not very many individ- 
ual variety merchants as such any more. And even if there are, they 
could not do the job for you. I, personally, and very frankly, I would 
be loath to take an individual variety store merchant today. He has 
not sufficient capital with which to stock a proper store. The variety 
stores that are being taken today are of enormous size. They are 
expanding. They are more than the usual 5 and 10 that we remember 
when we were kids. Today, you can get practically anything, includ- 
ing a ham and poultry, if you wish in the variety store. 

Mr. Fotry. That depends on the size of the center. In a neighbor- 
hood center: 





The point I am trying to bring out—a shopping center is based on 
the type of products or services performed by a key retail field, for 
instance, food in the neighborhood center, or drugs, and then as you 
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go into the next highest—what do you call the intermediate commu- 
nity center ? 

Mr. Atias. The strip center. 

Mr. Foxy. The strip center, that is keyed around a different type 
of product or service, isn’t it ? 

Mr. Arias. Well 

Mr. Fotry. As compared to the lower or smaller. 

Mr. Attias. Yes, because then you can go into some clothing, not 
much, some shoes, which the strip center would have and the com- 
munity center would not require. 

Mr. Fotry. Then the regional center 

Mr. Attias. The regional center 

Mr. Fotry. Would be keyed toa different type. 

Mr. Arias. Completely in every respect—every imaginable char- 
acter—it has everything. As I say, it is groups of stores, virtually a 
department store, except that you just walk along the road and see 
them. Incidentally, in passing, I might say to you that there is a 
tremendous incentive in buying that is created in these shopping cen- 
ters different than in the downtown area. And if you have the proper 
merchants with the proper wares, they can do better in a center such 
as this than they could in the downtown area, because the woman is 
free, she is not worried about her children; they are safe. There are 
pedestrian malls, there are garden walks. Your stores are all around 
these, and they come there at night with their husbands. There is a 
tremendous night business, and we have learned from our experience 
that when they do come with the families, they spend more. The hus- 
band gives the woman a greater latitude. It becomes a very excellent 
thing. 

I might say to you that if you went to my center at Cross Count 
on a Sunday when all we have are a few restaurants open, you will 
find 30,000 people there. 

Senator WiiuraMs. That is one of your developments? 

Mr. Arias. Yes. The latter part of. 1952—and I opened it in 1954 
in various stages, part in 1954 and part in 1955. 

Senator Witu1aMs. You started earlier than that—didn’t you clear 
the land and get it prepared. 

Mr. Arias. We didn’t clear the land. We put in a million yards 
of fill. That was in 1951. 

Senator Witx1aMs. That was in the later forties. 

Mr. Arias. No, in 1951, when we started to drain the swamp and 
put in the fill, and try to get some utilities. 

Senator Wiii1aMs. Did you have all of your leases at that point? 

Mr. Artas. I didn’t have a lease, sir, until I.had three buildings or 
foundations in and two buildings of steel up. I didn’t have one lease, 
because this was a new concept in the East at that time. 

Senator WituraMs. I didn’t want to divert you. 

Mr. Attias. This was a new concept at that time. And this was the 
first regional center in the eastern part of the United States. We had 
to sell these people on the idea that people would come with automo- 
biles 8 and 10 miles away from where they lived to do their shopping. 
This was something radical in our part of the country. But we were 
able to accomplish it. 

Senator Wiii1aMs. It was a startling thing to see developed, be- 
cause I used to ride by there every few months and watch it grow. 
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Mr. Arzas. Yes, a lot of heartaches and a lot of agony in it. 

Senator WiiuiaMs. That is one of the successful ones. 

Mr. Arxas. This is one of the fine, successful centers in the United 
States. | 

Senator WixiraMs. Proceed, Mr. Foley. 

Mr. Putnam. I think it might be helpful if Mr. Atlas would express 
himself on the question of leases, either Government leases or some 
private leases. 

Mr. Arras. I have always been against Government being in any 
business, but I think that Government has done so much to assist in 
the home building field and-has, what in my opinion, first of all, created 
employment at the time that we required it, and, also, I think made 
far better citizens with the FHA plan. I am referring now to the 
home. aspect rather than the apartment house aspect. And I think 
it has come to the point where centers today, and I say—what do you 
say, Leonard *—there are about 50,000. 

Mr. Farser. Not quitethat many. About 35 and 1,500 on the board. 

Mr. Attas. So that this is now becoming a part of our normal life. 
We have to face this. It is here to stay. This is an industry that is 
not going to go by the boards. It has proven itself. It has a wonder- 
ful reaction to the public. They love it. Because what we have 
done is to put something of their own surroundings that they want; a 
woman does not have to get dressed to go downtown to do her 
shopping. She can go with a house dress and take the two children 
along and not be concerned about it. She can go from store to store. 
It is here to stay, and the idea is for the small merchant to get an 
equal break as the larger merchants today. He had the break years 
ago with the difference in our economy, and the like. 

T maintain to give this individual the opportunity that he needs, 
that there should be an insurance created and this should not be cheap 
insurance, incidentally, the developer should pay for it. Provided 
that the credit of the individual is passed the same as you pass through 
your FHA agency. And when that is passed, the other faetor that 
should be considered is the ability of the developer himself, site 
location to be approved the same as you have in FHA. The developer 
to be approved, the same as you are supposed to have it in FHA. 
TI say supposed to have. And then, of course, the individual to be 
approved. And the individual, if he is hard working, aggressive, 
of good character, knows what he is doing, and gives a proper plan 
of what he intends to do, that that lease be insured by the Government. 
And that there should be a pool made so that where there is the incen- 
tive to themselves when the leases expire and everything is fine, then 
any surplus, should be returned not to the developer, but to the mer- 
chants themselves, because they are the ones that made it possible. I 
say that you would have a very small amount of defaults, very small, 
because these men who come into these centers, who want to come 
into these centers, are sincere, they are hard working, they know their 
business, because in many cases, if they didn’t know their business, 
we would not want them. 

Mr. Purnam. Are you in favor of the Government issuing the 
insurance because you feel private insurance will not work 

Mr. Atxas, It will not work. 


1 Leonard L. Farber, president, International Council of Shopping Centers. (See p. 28.) 
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Mr. Srvits. Why would it not work, if you feel there would be 
very few defaults ? 

Mr. Atxias. Because I do not think you are going to get any bonding 
ee or insurance companies that will go for this plan. They 
will still go for the triple-A ones, tenants, and they will try to sabotage 
the rest. 

Mr. Srorrs. You do not believe that even a group of insurance 
companies would do this ? 

r. Arias. I doubt it very much. I think they would negate the 
idea if you submitted it to them. 

Mr. Stuurs. You would not have anything against it—— 

Mr. Attias. Not at all. 

Mr. Sruuts. If the insurance companies did pool together and set 
up a revolving fund, and the like. 

Mr. Attias. None whatever. I would prefer that solution. I say 
the premium can be a high premium—but limit the insurance to 10 

ears. 
/ Senator Wiiu1AMs. Give us an idea as what you would consider 
high, 10 percent ? 

Mr. Attias. I would say about 6 percent. 

Mr. Stutts. Six percent of the lease ? 

Mr. Atias. That is correct. 

Mr. Sruurs. So they would be paying an insurance over a 20-year 
lease more than a year less payment. 

Mr. Aras. Yes, except that you could have after a certain amount 
of years ; there could be a reduction. 

Mr. Struts. They could have that. 

Senator Wit1aMs. What is the normal lease term ? 

Mr. Artas. Normal lease terms are anywhere from 10 to 20 years 
on the individual tenants. Most of the tenants range from 10 to 15 
years. The chains range from 15 to 25 years. With renewal options. 

Senator Wii1u1AMs. What is the maximum ? 

Mr. Atuas. I did say approximately 25 years would be the maximum 
term of the triple-A ones. But what they do is they try to have as 
short a lease, if possible, with option periods, that the option periods 
take them into 40 years usually. 

Senator Wi1aMs. Well, this has been an illuminating discussion. 
We appreciate it, Mr. Atlas. You have proven yourself a man of 
vision. What do you see as the future of Main Street, in just a few 
seconds. 

Mr. Aras. I do not see any change in Main Street. What the 
shopping center has done, strangely enough, in many instances; in 
many communities it has made Main Street perk up. Main Street 
thought it had a captive audience, didn’t have to do anything, didn’t 
have to improve their store fronts, didn’t have to put in different 
lighting, didn’t have to improve their fixture layouts, didn’t have to 
make themselves more appealing. This was a captive audience. You 
had to come to me. Incidentally, that was also the attitude of the 
department stores until a few years ago. They refused to go into the 
shopping centers. They thought this was a fad. But what the 
shopping center did when it went near any large city is that it made 
thesepeople become-cohesive. They started their merchants’ associa- 
tions, they started their downtown associations, they started to spruce 
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up the town. They started to change their lighting. We had a con- 
vention in Chicago, and we noticed what they did in the Chicago area. 
They lit it up like broad daylight. And they improved their store 
fronts. And they put in new stock. And though they have the same 
volume of business in their outlying districts, they brought the business 
back into the downtown area to what it was before they had the com- 
etition of the outlying areas. I do not say that there is ever going to 
be destruction of downtown. Downtown is solid, and solidified. But 
these men have to realize that they have to cater to the public. The 
public does not have to come to them any longer. And I foresee no 
doom for downtown. On the contrary, I say we can live side by side 
and very nicely. 
Senator Wiri1aMs. Glad to have had you. Thank you very much. 
(Supplemental statement submitted by Mr. Atlas follows, along 
with excerpts from an address by Mr. Atlas before the Second Annual 
Convention of the International Council of Shopping Centers, Inc.) 


SUPPLEMENTAL STATEMENT OF SoL G. ATLAS 


Supplementing my remarks, I wish to add the following conclusions: 

The chainstores definitely provide an important function in a shopping center. 
As I reported to you, the individual tenant would be unwilling to become a 
participant in a center unless these various national chains were represented. 
The grocery chains are more valuable to the center than any individual tenant, 
due to the fact that they can stock more and better merchandise and carry this 
merchandise in greater depth, so as to service the buying public. They, different 
from most national chains, do a great deal of local advertising, and in many 
eases pay as high a rental and perhaps higher than the individual would be 
willing to pay. 

The variety and junior department store are unique in that there are very 
few individual merchants who can take their place in the arranging and fixtur- 
ing of their stores, and in the stock which they carry. 

As far as other merchants are concerned in the wearing apparel, shoe, hard- 
ware, and drug lines, the individual merchants of these lines are compelled to 
pay higher rentals than they would if they had a proper financial rating. 

In computing rents, the basis of total area space must be taken into con- 
sideration. It is normal and natural that where any tenant takes larger space, 
the rent proportionately decreases. 

The conclusion, then, is that there is no discrimination, as such, against any 
tenants, but rather a necessity of obtaining certain key tenants first in order 
to satisfy the requirements of mortgage financing. The blame, therefore, cannot 
be laid at the door of the shopping center operator, but rather on the require- 
ments of those institutions which provide funds for the purpose of building 
shopping centers. Yet, should the blame be attached to them? Wouldn’t you or 
I, as a trustee or director of such an institution, take the same position as they 
do? Further, shouldn’t the individual tenant pay more rent than the national 
chain, when it is the individual’s insistence that the national chain be repre- 
sented in the center before he is willing to enter into a lease? 


EXHIBIT 1 


EXcerPts From ADDRESS MADE By Sot G. ATLAS, AT SECOND ANNUAL CONVENTION 
OF THE INTERNATIONAL COUNCIL OF SHOPPING CENTERS, INC., NEW YORK, 
FEBRUARY 27, 1958 


Not wishing to detract from the great importance of including major depart- 
ment stores and chains in your center, I nevertheless want to emphasize very 
strongly that I consider the results of this kingpin attitude false and short- 
sighted. I contend that these so-called monarchs can no longer exist without 
becoming part of the overall center operation. Far from being mere parasites 
feeding on the overflow of the larger national outlets, the independent stores 
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have become necessary to the success of the center as they have, for many years, 
been necessary to any downtown Main Street. 

Today center owners must get back to basics. We must realize that by catering 
to the major stores exclusively, we are cutting off our own noses and spiting our 
purse strings. Our emphasis should be on attracting and helping the progressive 
individual store to succeed. These are the outlets that will bring direct benefits 
to the center. In the matter of advertising alone, it is the smaller specialty 
shop that promotes with straightforward, direct advertising, the overall center, 
instead of relying on institutional advertising that crows about the reputation 
of a chain. When this happens, it is the major store that benefits and the center 
as a whole that suffers. The individual store, well coordinated into the center 
concept, is an important factor in the ultimate success of the overall center. 

Furthermore, there are the enormous demands the kingpin major stores are 
making today. Let us look at the requirements of a department store in relation 
to an ordinary taxpayer building. We have had many figures as to the cost 
of a building for a department store tenant; and I wish to emphasize that on a 
cost basis, the builder cannot receive an adequate return on his investment from 
these major tenants. The builder is forced into a position in dealing with the 
“majors” where the so-called parasitical individual tenants are the ones who 
actually carry the rest of the project. In effect, the result becomes similiar to 
a country in which the little man is working to support the head of the 
government. 

The lending institutions are equally wrong when they insist that a great 
proportion of a center’s occupancy be devoted to these various chains. I submit 
to you that no Main Street was ever made successful, unless it had good, hard- 
hitting individual merchants. In fact, in many of our smaller downtown areas, 
the chainstores only came in after the individual merchant had made his mark 
on the community. The lending institutions in these same downtown areas 
would never hesitate in making mortgages without these burdensome conditions. 

In view of my reassessment of the role of the department store or major chain 
outlet in the center picture, I have drawn what I consider a very basic conclusion. 
That is: that the minimum rentals for such units should be set at a figure that 
would cover all fixed charges for the construction and servicing of such units. 
This I maintain should be charged instead of the arbitrary lower minimum rentals 
dictated until now by the department stores themselves. We must realize that we 
are at the point of our shopping center development where major chains and 
department store units need us at least as much as we need them. They need no 
longer be given special rental concessions to attract them to our centers. 

The lending institutions invariably insist that a major percentage of income 
from shopping centers should come from well-established, major tenancy. They 
create a caste system within shopping centers. The result is that in this caste 
system they rank the department store first, and the department store feels that it 
is king. The national chain, never far behind and always envious of its higher 
rated neighbor, assumes the self-appointed position of prime minister. This top 
echelon attempts to establish and dictate general policy, not only regarding their 
own business, but for the shopping center as a whole. Their attitude becomes 
that the entire center is dependent on them * * * that without the leadership of 
these stores of national reputation, the center as a whole will crumble. 

If the demands the big stores are currently making are allowed to continue, I 
confidently predict that in the next decade we will see many of these old-line big 
stores disappear from the merchandising scene and new names, many of them 
presently unknown, emerge to replace them in this changing pattern. This will 
come about unless the big stores and chains change their tune and their demands. 

Continuing on the same basis as now exists, they will one day in the near 
future awaken to the fact that a ‘no welcome” sign has been hung out to bar their 
way into new, well-planned centers and that younger, forward-looking elements 
will have displaced them in this dynamic and constantly growing market. 


Senator Wiiu1ams. Our next witness, Mr. James Allen, who is 
president of the National Association of Wholesalers, and I believe 
your headquarters are in Washington, are they not? 

Mr. Auten. Yes. 

Senator Wiii1aMs. Will you be seated? We are glad to have you 
here. You proceed as you like. 











18 SHOPPING CENTERS—1959 


STATEMENT OF JAMES E. ALLEN, PRESIDENT, NATIONAL 
ASSOCIATION OF WHOLESALERS, WASHINGTON, D.C. 


Mr. Auten. My name is James E. Allen. I am president of the 
Henry B. Gilpin Co., Washington, D.C., a wholesale drug business and 
I am appearing here today as president of the National Association 
of Wholesalers, a federation of 18 National Wholesale Trade Associa- 
tions. 

The committee may think it odd that wholesalers are here to call 
the committee's attention to the difficulty local independent retailers 
are having in obtaining leases in new shopping centers and first-class, 
new downtown store locations. We are very interested in this prob- 
lem, Mr. Chairman, as we service wholesalers, collect the products of 
our Nation’s farms, mines, and factories, and those of the world 
market as well, and make them available in economical quantities, 
sizes, and assortments, at the time and place when the retailer requires 
them. We prosper in our business service only as our retail customers 
prosper. 

We offer our services to local independent merchants and to regional 
and national retailers alike. Our services are used by all classes of 
retailers in all commodity lines. In my own commodity line, drugs, 
approximately 80 percent of the Nation’s total retail drugstore volume 
is handled by local, small-business retailers. The other 20 percent is 
handled by large regional and national drugstores. 

I cite this fact to your committee, Mr. C ‘hairman, i in order that you 
may know we have no axe to grind here today; we only wish to call 
the committee’s attention to a situation that has been developing over 
a period of years that seems unfair to the local independent, small 
retailers of the Nation. In my opinion, Mr. Chairman, it is the fault 
of no one else and I am not here to blame anyone. Like “Topsy,” this 
situation has had a perfectly normal growth and something needs 
to be done abcut it if the Nation’s local, independent, small business- 
men retailers are to be permitted to grow and prosper in the future 
as in the past. 

One of my local retailer customers is in the room and will take the 
stand, today, to tell the committee the details of his particular problem. 

He is on y one of the many who have come to me, their wholesaler, 
with a similar problem. The developers of new building sites, be it 
shopping centers or new downtown building locations, must look to 
large national insurance companies for most of their construction 
financing. Once their site is chosen, the land acquired or leased, they 
then plan their building and start hunting tenants to whom to lease 
the available space. 

In order to get the maximum construction loan, and thus have to fur- 
nish the least amount of their own cash as possible, the developers 
have to sign up, as I understand it, between 70 percent and 80 percent 
of the space available in leases to AA A~1, nationally rated credit risks. 
In the case of retailing, Mr. Chairman, this means very large regional 
or national organizations. It makes no difference, I am told, how 
good the credit rating of the local retail merchant may be, how good 
a merchant he is or how long he has been operating ‘successfully in 
the community in which he lives. His balance sheet simply does not 
show the financial responsibility necessary to make good on a 10-, 15- 








SHOPPING CENTERS—1959 19 


or 20-year lease on the required number of square feet over the full 
eriod of the face amount of the lease. 

On a 10,000-square foot medium-sized modern drugstore, the face 
amount of a 20-year lease would amount to from $400,000 to $600,000. 
The local merchant is perfectly able to pay the monthly rental of from 
$1,666 to $2,500 and make a good profit, in most instances. In fact, 
Mr. Chairman, the developers and students of marketing tell us that 
experienced local merchants can, and do, outmerchandise the absentee 
owned and managed stores. I mean by that they get more sales per 

uare foot of ownership management. Our records show that. I 
would like to quote briefly from the issue of “American Druggist” for 
April 6, 1959, which reported on a speech by Mr. Bruce P. Hayden, 
head of the mortgage and real estate department of the Connecticut 
General Life Insurance Co., which I am told, Mr. Chairman, is one 
of the largest investors in shopping center mortgages in the Nation. 


Mr. Hayden said: 


My own opinion, which I know will be considered heresy by most life insur- 
ance company lending officers, is that we have done ourselves and our developers 
a great disservice by our emphasis on high percentage chainstore leasing. 

Chainstores are essential to most shopping centers. However, the experienced 
local merchant with adequate financing and a good following, but without an 
AAA balance sheet, will considerably outmerchandise the major chain. His 
total sales will be larger per square foot, and his percentage rental payments 
will be at a higher rate. 

By his following, he will develop traffic and business not only for himself 
but for the center as a whole. A capable, successful local merchant is far from 
the rarity which most insurance lending officers seem to think he is. He can be 
located ; he can be replaced if he dies or is incapacitated ; and he can do a great 
job of making a center really financially successful, instead of only modestly so. 


Mr. Hayden had a great deal more to say on this problem and per- 
haps the committee would like to have the whole article from “Urban 
Land,” a publication of the Urban Land Institute, included in the 
record. I havea copy here, and offer it for the record, Mr. Chairman. 

Senator WitiiaMs. I would like to have that included in the record, 
thank you. Isthe date indicated on that? 

Mr. ALLEN. Yes, sir, the date is on there, February issue, 1959.” 

Mr. Auten. I would like to quote for you briefly, also, Mr. Chair- 
man, from an article in “The Journal of Marketing,” April 1959, 
written by Mr. Morris L. Sweet,’ who is an instructor in marketing 
at the College of Business Administration of Lehigh University. Mr. 
Sweet says, “When a desirable site is found, the developer obtains an 
option to buy the land. He then attempts to secure long-term leases 
from prospective tenants as a basis for financing the construction of 
the center. Leases with “prestige” tenants facilitate his efforts to se- 
cure the necesary funds. The most desirable “prestige” tenant is a 
large traditional department store. The next most desirable is a 
national chain. 

“Thus the department store and the national chain are in a strong 
bargaining position, and they can hold out until the developer accedes 
to their demands. Tight money market conditions have made it even 
more necessary for the developer to grant concessions to those re- 


2 See app. I. p. 165. See, also, app. III, p. 173. 
® See app. IV, p. 178. 
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tailers considered blue-ribbon tenants by the lending agency. One 
result is the more favorable rental arrangements given to the depart- 
ment store. These arrangements are such that ‘most department 
store deals are of the loss-leader type.’ ” 

In the same article, Mr. Sweet goes on to cite “restrictive covenants” 
that protect the department store and chain tenants from competition 
within the center and, in some cases, in surrounding territory. I 
have the full article here, Mr. Chairman, and offer it for the record. 

Senator Witu1ams. Thank you. We will include it, sir, as an ap- 
pendix (app. IV, p. 178). 

Mr. Axxen. In the opinion of wholesalers there is a question of 
social and economic policy involved here. We believe in free enter- 
sony free competition, unrestricted by government fiat and covenants 

etween businessmen. We believe that our America system of dis- 
tribution is the most efficient and economical in the world. We know 
it is the envy of the whole world. 

The economies of mass production when coupled with our jet age, 
efficient, economical mass distribution system have made yesterday’s 
luxuries today’s household necessities for even the lowest level wage 
earners in America. This system has thrived and developed because 
of our freedom to produce and market useful goods unrestrained by 
cartels, combinations in restraint of trade or economic barriers be- 
tween subdivisions of our great Nation. 

We wholesalers believe that there is a place for large national 
chains, department stores, and local independent retailers in the 
American retailing picture. We feel certain that they should all be 
permitted to compete freely in the service of the American consumer. 
We stand ready to serve them all in their service wholesale needs. 

Our National Association of Wholesalers headquarters office, here 
in Washington, has been investigating this situation for over a year. 
We are not here today to enter a complaint against the chainstores, 
the department stores, the builders or developers of shopping centers 
or the insurance companies that furnish the funds to build them. 

We believe an enterprising developer should properly try to place 
tenants in his development that will best insure its success. We be- 
lieve, likewise, that he should be able to exercise his best judgment as to 
which class of retailer best meets the needs of any particular situation, 
undictated to by extraneous circumstances that are beyond his control. 
We feel equally as strongly, I might add, that the insurance company 
mortgage loan committee should exercise its free judgment as to the 
financial responsibility of the lessees, on whose long-term leases they 
base their loan grant. After all, we are policyholders in these same 
insurance companies. 

We have discussed this situation with many representatives of whole- 
sale and retail businesses, financing firms, builders, and developers. 
We find the problem exists in almost every community from Maine 
to California and from Alaska to Florida. We find that all classes 
of retail and wholesale businesses normally found in shopping centers 
are vitally concerned. We find that other retail businesses, not nor- 
mally found in shopping centers, have similar problems in new down- 
town Jocations and in remodeling and store modernization programs 
where the retailer does not own his own property. 

It has been suggested that some form of lease insurance might be 
the answer. As a group, w* wholesalers are opposed to further en- 
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croachment of Government-in-business operations on the economy. 
We believe, however, that some form of private lease insurance pro- 
gram, possibly reinsured by an existing Government agency, on a 
sound actuarial basis that would be self-supporting and no drain on 
the taxpayer, might be the answer. 

I cadeenbend that the FHA mortgage insurance program of the 
Federal Government has never cost the taxpayers any money, but 
has been completely self-supporting. We would want your committee 
and the Congress to consider carefully the self-supporting aspect of 
any such lease insurance program you might consider. 

We believe that the insurance companies, mortgage loan companies, 
or possibly even the new small business investment companies now 
‘being formed, might be original insurers of the leases of local inde- 
pendent small-business merchants, manufacturers, and _ service 
establishments. 

We believe the character, operating experience, and financial respon- 
sibility of the small businessman could be carefully weighed and only 
the good risks offered long-term lease insurance and most certainly 
Government reinsurance. 

We believe that actuarily the cost of such a lease insurance program 
would be a very small percentage of the monthly or annual payment 
and that for a small fraction of that premium, the Federal reinsur- 
ance program could be made self-supporting. 

The ever-mounting business tax burden is stifling the growth of the 
Nation’s small businesses. In distribution there is barely enough left 
after taxes to provide for the normal necessary expansion in our in- 
ventories and accounts receivable to just keep up with the annual in- 
crement in dollar volume due to inflation and constantly rising prices. 

The small-business retailer, and the wholesaler to whom he looks 
for much of his financing, through credit extension, seldom is able 
to modernize his physical plant and equipment without outside, long- 
term capital loans. If he does not own his building or store location 
and has it mortgage free, or nearly so, he is not in position to borrow 
the necessary funds for the revitalization of the downtown areas many 
of our cities and towns so sorely need. If he is not the owner, his 
oe cannot use his long-term lease as security for a loan to do it 

or him. 

If the small-business community were able to capitalize its long- 
term leases, as their larger competitors are always able to do, I feel 
sure you would quickly see the downtown business section facelifting 
that all of us are so desirous of seeing. 

In addition, Mr. Chairman, I feel certain that the builders and de- 
velopers of the Nation’s shopping center and new downtown buildings 
would lease some of their space to the good, local, independent mer- 
chants, who could furnish insured, long-term leases to satisfy the in- 
surance company loan officer’s desire to protect his policyholders’ re- 
serves. This would restore the Nation’s small businessman in our 
vitally important distribution system to equal competition with his 
larger, national AA A~1 credit-rated competitors in bidding for first- 
class operating locations. 

We are here today, Mr. Chairman, to plead our customer’s case. We 
do not pretend to have all the answers. We appreciate this opportu- 
nity of calling your committee’s attention to the problem and urge 








22 SHOPPING CENTERS—1959 
your serious consideration of it and early action if a satisfactory solu- 
tion can be found. 

I assure this committee the wholesalers of this Nation stand ready 
and willing to help you and the Congress reach a workable, satisfac. 
tory solution with every means at our disposal. 

Senator Wimu1aMs. Thank you very much, Mr. Allen. 

Senator Moss, do you have any questions ¢ 

Senator Moss. I understand from your testimony, this problem then 
isn’t confined to the shopping centers, but in the downtown areas, too ‘ 

Mr. Aten. Yes, sir, that is exactly correct. A lessee in an older 
store downtown, he might have a haberdashery or a food store or drug 
store. He needs to have that store remodeled, and the owner of the 
building would be happy to do this except he can’t borrow the money 
to do it on that particular owner’s lease. 

Senator Moss. There again, this goes back to the policy of the lend- 
ing institution from which the money comes ? 

Mr. Atten. Yes, sir, that is right. 

Senator Moss. That is all I have. 

Mr. Auzen. I don’t think that is any particular deliberate fault on 
their ee I think maybe it is sound, probably, from their point of 
view, but I think it has an undesirable effect on the community as well 
as the small businessman. 

Mr. Fo tery. Is this an isolated case, this particular customer that 
you are bringing with you today ? 

Mr. Auten. We have this occur in our business almost daily. Every 
week it occurs. It is rare for us to be able to see one of our retailer 
pharmacist customers succeed in getting a shopping center location 
during the last 2 or 3 years. It is a rare thing for him to get one. 

Mr. Fotry. With respect to the type of work you do, sir, you are a 
full-line service wholesaler, is that correct ? 

Mr. Atten. Yes, sir. 

Mr. Fotry. To whom do you sell ? 

Mr. Auten. We sell all registered retail drugstores. We sell at 
wholesale practically everything that goes into a drugstore. About 
80 percent of everything that drugstores sell, they buy from wholesale 
drug businesses like our kind of business. 

Mr. Forry. So that you sell to independents and to chains? 

_Mr. Attxn. Yes, sir, we do. And I jeopardize our position a little 
bit here today because the chains are customers of ours as well. 

Mr. Foiry. Mr. Allen, you seem to fear further Government in 
business: activities but you seem to-feel that private lease insurance 
must be Government reimsured to be successful. Could you elaborate 
on that? 

Mr. Auten. I feel that is true. I would like to see private commer- 
cial financing handle the insurance for these leases. I would like to 
see that. But I do believe in order for them to do it, that they will 
have to be reinsured by the Government. I would like to see it done 
through a currently established Government agency rather than a 
newone. I don’t see any need for that. 

Mr. Stuurs. One question following through on Mr. Foley’s ques- 
tion: You dosell, however, I assume, more to the independent druggist 
than to ~ chain, because the chain is often a direct factory customer. 
1s 1t not 
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Mr. Auten. Yes, sir. 

Mr. Struuts. So to the extent that you lose the retailing customer, 
or your retailing customer, let’s say, ed his business opportunities, 
the wholesaler also w ill suffer ? 

Mr. ALLEN. Yes, sir; that is exactly right. 

Mr. Struurs. When a new chain goes into a new shopping center, you 
don’t pick up your volume a great deal ? 

Mr. Aten. No, sir; we lose considerably. 

Mr. Srours. Thank you. 

Senator WiiuiaMs. Just onething. Has this idea of lease insurance 
been advanced to the insurance industry by you or anybody else here 
that feels it might be a good thing ? 

Mr. AuLEN. To a limited dane As I quoted today, Mr. Hayden 
has indicated somewhat a need for that sort of thing out of his own 
side of that industry. 

Senator Wriuirams. Is that in the material you submitted for the 
record ? 

Mr. Aten. Yes, sir; it is.* 

Senator Wiiu1aMs. That wasn’t in your direct testimony that he 
advanced the idea of insurance ? 

Mr. Aten. No, sir. In the end portion of his article, and also 
that one of Mr. Sweet’s* it is touched upon. I personally have not, 
and I don’t think any one of our group has met with any representa- 
tives of insurance companies. I discussed it informally, and they 
seemed to share the view—they don’t seem to resist. I have gained 
this distinct impression that the insurance companies are honestly 
caught in the switches here; that they feel obliged to secure their 
money by these kinds of rated leases, but they don’t believe it is good 
for their business or good for the Nation’s economy, or good for 
the services to the community. They honestly feel that, as expressed 
by Mr. Hayden, they don’t know all the answers but they have men- 
tioned-to-me an answer which would-be a Government insurance of 
this lease. 

Senator Wit1aMs. Reinsurance? 

Mr. AttEN. Reinsurance, so they could afford to take the risk. 

Senator Wiiams. Fine. You have been most helpful. Thank 
you. 

Mr. Atten. Thank you. 

Senator WritraMs. Our third witness is Mr. Harold M. Goldfeder, 
‘a retail druggist of Riverdale, Md. We welcome you, Mr. Goldfeder. 
I wonder if you would give the’ exact location of your business and 
describe the nature of your presentation. 


STATEMENT OF HAROLD M. GOLDFEDER, PRESIDENT, METRO DRUG 
STORES, RIVERDALE, MD. 


Mr. Gotpreper. I would like to correct the listing of my address 
on the witness list. It should be Riverdale, Md. 
Senator Wiiu1ams. Where is that? 


Mr. GotprepEr. Right outside of Washington, D.C., on Route 1 
going to Baltimore. 


«See apps. I and II, pp. 165, 169. 
® See app. IV, p. 178. 








24 SHOPPING CENTERS—1959 

Senator Witt1aMs. Thank you. Please be seated Mr. Goldfeder, 
and proceed as you would like. 

Mr. Goipreper. Gentlemen, my name is Harold M. Goldfeder, 
registered pharmacist. I have been engaged in the retail drug busi- 
ness in the Washington metropolitan area for the past 13 years. 

I appear before you today as a retail merchant who has had the 
sad experience of being unable on occasion to obtain leases in shop- 
ping centers as an independent operator. Some shopping center 
developers or their agents have extended to me the courtesy of an 
interview or two and others have not even granted me this courtesy. 

If I may digress at this moment, I checked last night on a regional 
shopping center opened in this area in the last 3 months. I wrote 
two letters to the developing shopping center and I received two 
replies that I would be interviewed at such a time when they would 
be renting for the drugstore. I never had the opportunity of being 
interviewed by this developer and I finally found out there was a 
chain drugstore in there. I made a survey last night. I counted 
32 stores in this shopping center, and I might be 1 or 2 off, but 22 of 
the 32 stores operating at the present time in the shopping center are 
national or regional chains. Of the remaining 10 stores, one was a 
law office, one was a liquor store, which could not be national, one 
was an optometrist, a laundry, and a bank, and one or two others, 
apparently because they could not get national organizations for 
those type of leases. 

Although my reputation and past accomplishments have been an 
asset to me, they have not helped me to obtain leases in shopping 
centers. The usual reply that I receive is that the developer would 
love to have my type of drugstore operation in his center; however, 





he cannot lease to me because lending institutions require that he- 


have a larger percentage of prime leases. A prime lease has been 
described to me as being that type of lease that ean be offered to a 


lending institution by the developer who can then obtain a long-term 


loan on it. 

If this committee so desires, I will be happy to designate the spe- 
cific shopping centers where I was unable to obtain a lease due to 
the above-stated reasons. 

Although I at present operate 10 drugstores, I have either had 
to buy stores already in business or open stores at such locations that 
were undesirable to prime tenants. I have even offered to pay 1 
year’s rent in advance in order to secure a desired location in a shop- 
ping center and even this did not. prove successful. 

I might digress here for a moment. I had one shopping center 
developer seem interested in renting a drugstore location to me. We 
were discussing a figure of $1.75 a square foot. On my second or third 
visit to him, he told me if I could see fit to offer the developer $3 a 
square foot, he might consider my lease. 

Senator Wiiu1ams. Who were you talking to? 

Mr. Goupreper. I was talking to the agent of the shopping center 


developer. Of course, $3 a square foot was out of the question, so- 


our negotiations broke down right there. 
Senator Wiix1aMs. Did they get a drugstore? 
Mr. Goupreper. A chain drugstore went in there. 
Senator Wi11ams. What did they charge per square foot? 
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Mr. Gotpreper. I don’t know, sir. 

Due to my past credit reputation, certain suppliers have offered 
me unlimited credit; however, I could not avail myself of these offers 
because I was not able to locate in large volume operations. 

On occasion, as an “out,” the developer of a shopping center would 
state that he prefers a large chain operation because of their merchan- 
dising ability; however, let us remember that on many occasions the 
present operators of large chains were yesterday’s small merchants. 
Tam sure that each of you gentlemen personally know many independ- 
ent store owners who excel in merchandising and operate large-volume 
enterprises. 

As a registered pharmacist, I am afraid that the future of the inde- 
pendent drugstore is very dark. Particularly, when you realize that 
within the last 2 or 3 years, although many shopping centers have 
been built in the Washington metropolitan area—and this includes 
northern Virginia, the District of Columbia, and suburban Mary- 
land—to the best of my knowledge, not one independent pharmacist 
has been privileged in obtaining a lease in any of these centers. 
Gentlemen, I wish to repeat that not one independent drug retailer 
has obtained a lease in a shopping center in the Washington metro- 
politan area during the last 2 years. 

This situation is a threat to the existence of independent store 
owners, and I am certain you gentlemen will agree with me that the 
independent retailers have been the backbone of the economic founda- 
tion of our democracy. This problem makes it very discouraging and 

ractically impossible for a young man to venture into the retail 

usiness world. Although he may be full of ambition and possess 
much ability, he is forced to become affiliated with a large chain if 
he has any aspirations or interest in the retail industry. Eventually, 
this democratic country will lose the benefit of the ambitious and 
creative minds of many young men. If this condition continues, 
particularly when you consider the rapid growth of shopping centers, 
J am afraid that future generations will learn of independent retail 
operations only by referring to their history books. 

I would like to impress upon the committee that we independent 
retailers are not asking for charity or a handout, all that we are seek- 
ing is equal opportunity to compete with the large corporations on 
the open market. Gentlemen, I wish to emphasize that the inde- 
pendent retailer is willing to pay the cost of this reinsurance pro- 
gram—we are not asking to be subsidized. If our Government could 
see fit to guarantee on a self-financing basis the lease of an independent 
retailer in a shopping. center, it would permit us to grow and this 
in turn would strengthen the democratic principles of free enterprise. 
The lease guarantee by the Government should be based on a man’s 
ability, reputation, and character. Over the past years the Federal 
Government has taken an interest in problems of labor and financial 
problems of big business, but, unfortunately, has practically neglected 
the plight of the small businessman. 

Gentlemen, it is my fervent hope that you will give this problem 
your sincere consideration, and, if I can he of further assistance to 
you in this matter, please do not hesitate to call on me. 

Senator Witi1amMs. Thank you very much, Mr. Goldfeder. 

Senator Moss. 
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Senator Moss. Did you begin your retail drug business here in this 
Washington area ? 

Mr. Goupreper. Yes, sir. 

Senator Moss. And you have been here for how many years? 

Mr. Gotpreper. Thirteen years. I was stationed in the Navy here, 
sir, and when I got discharged I settled in this area. 

Senator Moss. You now have 10 stores? 

Mr. Gotpreper. I have been practically forced to go all the way 
down to Richmond, Va., in order to get locations. 

Senator Wiix1ams. Mr. Foley. 

Mr. Fotey. You mentioned, Mr. Goldfeder, that not one inde- 
pendent retailer in the Washington area 

Mr. Goupreper. Retail drugstore. 

Mr. Forry. I mean that—has not been able to get in a shopping 
center. What steps have you taken to prove this? I am curious to 
find out. 

Mr. Goupreper. Well, being very active in the pharmaceutical asso- 
ciations, I know practically every drugstore owner in the Washington 
metropolitan area. I have also checked with the associations and I 
have checked with the wholesalers in the Washington metropolitan 
area, and to the best of their knowledge there has not been any inde- 
pendent retailer able to obtain a lease in a shopping center in the 
Washington metropolitan area. 

Senator Wiii1aMs. Could I ask how you define an independent 
retailer? Now you consider yourself one and you have 10 stores. 
I would suggest that within your definition of independent retailer are 
you including regional chains ! 

Mr. Goipreper. Yes, sir. 

Senator Wixu1aMs. In other words, you exclude national chains and 
that is the only group that you exclude from independent retailers? 

Mr. Gorpreper. No, I would also include the regional chains, I 
would term an independent operator a.man who is self-financed and 
operates his own stores. 

Senator Wiiu1aMs. That is a different.definition, I think, than most 
of us would work with in this study. How would we approach this 
problem of who is an independent and who isn’t? 

Mr. Forry. I think that perhaps Mr. Goldfeder might be described 
as a local chain. 

Mr. Goupreper. A local chain. 

Mr. Fotey. Rather than a regional. 

Senator Wiii1AMs. From hereto Richmond. [Laughter. ] 

Mr. Gotpreper. Well, a regional chain in my interpretation would be 
one that might cover five or six or seven States. In my interpretation 
of regional chain compared to a national chain, which might cover 
three-quarters of the United States, but not 100 percent. 

Senator Witt1aMs. Are they experiencing the same difficulties, the 
regional chains, as you, a local chain, are experiencing in this shopping- 
center development ? 

Mr. Goupreper. I would say “No.” I would much rather have estab- 
lished myself in the Washington area, but not being able to obtain 
leases, desired leases, like L would like to have, I have had to go where 
I could get a lease. 
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Senator Wiiu1ams. Who established the AAA~i credit rating? 
What agency? Is it Dun & Bradstreet? ; 

Mr. Gotpreper. Either Dun & Bradstreet or, generally speaking, 
the real estate organizations in the Washington metropolitan area 
having had quite a bit of experience, they themselves can determine 
whether the insurance or lending institution would lend money on 
this man’s lease or not. They may use Dun & Bradstreet as a reference. 

Senator WittiaMs. Mr. Putnam. 

Mr. Purnam. Following up Senator Williams’ question, I wonder 
what requirement of Dun & Bradstreet there is to prevent you from 
getting a AAA-~1 credit rating? It appears to me there may be a basic 
unfairness in the credit rating system. 

Mr. Gotpreper. Well, possibly it is the lending institution that feels 
a man’s financial standing is not such that if he should sign a 10-year 
lease, which may amount to anywhere from $12,000 to $24,000 a year 
rent, over a 10-year period he may not be able to fulfill that lease. 

Mr Putnam. Is there a requirement such as $1 million of assets? 

Mr. GOLpFEDER. To my knowledge, there is not. 

Mr. Purnam. I don’t want to ask you what your credit rating is, 
but what would the normal credit rating be of a good, local independ- 
ent drugstore operator ? 

Mr. Gotpreper. That I could not answer, sir, but I could say this, 
I have never been refused merchandise from any supplier or manu- 
facturer in my business. 

Mr. Pournam. Is Dun & Bradstreet now rating the local 
independent ¢ 

Mr. Goupreper. Yes, they do rate the local independent, but I am 
not familiar with their type of rating. 

Senator Witiiams. 1 have one other comment. You don’t share 
the fear some other witnesses have of Government insurance of leases ? 

Mr. Gotpreper. No, sir. 

Senator Wiiu1aMs. I would judge whether it was private insurance, 
reinsured by the Government insurance, you think that would be a 
good development ? 

Mr. Gotpreper. In the interest of the retailer, very definitely. 

Senator Witu1ams. Thank you very much. 

Mr. Goupreper. Thank you. 

Senator Wiii1ams. Our next witness is Mr. Leonard L. Farber, 
president of the International Council of Shopping Centers. Mr. 
Farber, please. 

Thank you very much for appearing with us this morning, Mr. 
Farber. I know you have a rather tight schedule, so we want to 
expedite your testimony. 

Mr. Farser. Thank you very much. I am sorry that I did not get 
a chance to say, before Mr. Atlas left, that he is probably one of the 
men I like most, respect most, and disagree with most. But I have 
said that to him before. 

Senator Wuu1ams. Well, that is what makes the world go around. 
So let’s hear where you disagree. You may proceed in your own way. 
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STATEMENT BY LEONARD L. FARBER, PRESIDENT OF THE INTER- 
NATIONAL COUNCIL OF SHOPPING CENTERS, NEW YORK, N.Y. 


Mr. Farser. I am from New York City. I am a shopping center 





developer, basically, and president of the International Council of' 


Shopping Centers. 

I am privileged to appear before your honorable body as president 
of the International Council of Shopping Centers, an association of 
shopping center developers, owners, and managers with more than 
260 members in the United States and Canada, representing more than 
25 percent of the existing and planned shopping centers. 

Senator WiiuiaMs. Is Mr. Atlas one of your members ? 

Mr. Farser. Yes,heis. One of our trustees, as well. 

The council is the only trade association operating entirely and 
exclusively within the shopping center industry. As an organization 
whose primary membership is composed of shopping center develop- 
ers and owners, we are vitally interested in the subject your subcom- 
mittee has undertaken to study. 

The shopping center industry, as you know, is a relatively new in- 
dustry. Its short history has been dynamic and spectacular and its 
impact on retailing and marketing have been virtually revolutionary. 
Our organization is an outgrowth of the dominating need for an ex- 
change of ideas and experiences on all phases of development and 
management of centers, in keeping with the fast-moving, quickly 
changing trends in a thriving, ew industry. 

Prior to these hearings, our trustees and members have discussed 
at some length the merits of the claims presented to you, that inde- 
pendent retail merchants have been frozen out of shopping centers. 
Just 3 weeks ago, our annual convention met in Chicago and the 
matter of these hearings came up both on the floor and in private 
discussion among many of the more than 200 persons who attended 
our meeting. In addition, we have canvassed our membership by 
letter and have written to more than 1,100 other representatives of 
shopping centers to request any information they might be able to 
offer on the question before this subcommittee. Your staff members 
have a copy of this letter, and if you like, I will be glad to file it with 
you along with this statement. 

(The letter referred to follows :) 


EXHIBIT 2 


LETTER FROM LEONARD L. FARBER, PRESIDENT, INTERNATIONAL COUNCIL OF 
SHOPPING CENTERS, INC. 


New York, N.Y., April 22, 1959. 


To Members, International Council of Shopping Centers and shopping center 
developers and owners. 
From: Leonard L. Farber, president. 

Senator John Sparkman of Alabama, chairman of the U.S. Senate Small 
Business Committee, has invited the council to testify at the committee’s hear- 
ings on shopping centers to be held on April 28 and 29 in Washington, D.C. 

Senator Sparkman informs us that “the specific focus of the hearings will be 
directed toward the alleged claim that independent retail merchants are not al- 
lowed space in the centers. The committee is interested in learning (1) whether 
this claim is genuine and can be supported by factual data; (2) if the claim is 
true, what the background and conditions are that create this situation; (3) 
again, if true, what the social and economic consequences of this practice are; 
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(4) if the consequences are considered serious, what might be done to effect a 
change in the circumstances causing this condition.” ; 4 

These hearings can obviously have a vital bearing on our business interests 
as shopping center developers and owners and calls for a clear statement of 
position on behalf of the shopping center industry. This matter was discussed 
at our Chicago convention 2 weeks ago and was reviewed by our board of trus- 
tees which agreed that the council should participate in the hearings. . 

As president of the council, I plan to appear as a witness before the committee 
on Tuesday, April 28, to present the views of developers and owners. I will be 
accompanied in Washington by our executive director, Al Sussman, and our 
legal counsel, Dick Faletti, who will attend the hearings on both days and report 
on all the developments as they affect us individually and collectively. Other 
witnesses will represent insurance companies, banks, chainstores and independ- 
ent merchants. : 

To guide me in my remarks as the official representative of the council—so that 
what I say represents the attitudes and viewpoints of our membership and, as far 
as possible, all other owners and developers who care to have the council speak 
for them—I will be grateful to you if you will immediately send me your com- 
ments, citing facts and substantiating data where possible, on the four points 
specified by Senator Sparkman in his letter of invitation. 

In addition, I would like to have an expression of your opinion on: 

1. Whether you think the U.S. Government should take steps to encourage 
bonding companies and/or other agencies to insure the credit of independent 
merchants. 

2. Whether the U.S. Government through its own agencies, such as the Small 
Business Administration, should back up the credit of independent retailers. 

Since time is short, I will appreciate your reply as quickly as possible, prefer- 
ably by wire or special delivery letter. 

Mr. Farser. In analyzing the purposes of this hearing, I realize 
that it is important to develop a greater understanding of all the 
complex elements which go into the development and operation of 
this relative newcomer in American industry, the modern suburban 
shopping center. 

In order that you may understand the direction which my com- 
ments will take, at the outset let me make the categorical statement 
that it is not true that independent merchants, as an industry, are 
refused space in shopping centers. There is not a representative 
shopping center in the country today which is composed entirely of 
chains. Asa developer I can tell you I am as concerned about getting 
a good independent barber or cleaner into my shopping center as I 
am in getting a supermarket. However, I am aware that my location 
will be of no interest to the good barber or cleaner unless I have the 
supermarket. 

f an individual ete retailer feels that he is being dis- 
criminated against in a shopping center, he is experiencing no greater 
difficulty than he always has in downtown business district where 
the landlord is likewise vitally interested in a potential tenant’s 
credit rating. 

In using the term “shopping center,” we refer to a scientifically and 
specifically designed composition of retail stores, containing as many 
varieties of merchants as the size of the site and demands of the 
market area dictate ; in which all merchants enjoy a number of common 

‘services and facilities including an adjoining free parking lot adequate 
in size to accommodate all potential customers. 

Shopping centers are divided into three general categories: 

1. The neighborhood shopping center which will range in size from 

£ pping g' 
20,000 square feet of store floor area to 60,000 square feet of store 
floor area. It generally includes a supermarket of from 10,000 square 
feet to 20,000 square feet, plus from five to a dozen independent re- 
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tailers. Occasionally, it will include a chain drugstore or a chain 
variety store. 

2. The community shopping center will contain between 100,000 
square feet of store Ee area to 400,000 square feet of store floor area, 
It will generally include a junior department store, a chain variety 
store, two supermarkets, a chain drugstore, two or three chain shoe- 
stores, several rated ready-to-wear stores, and from 20 to 40 in- 
dependent retailers. 

3. The regional shopping center generally exceed 500,000 square 
feet of store floor area and ranges in size up to 1,600,000 square feet 
of floor area, that being the largest store developed so far. It might 
include one or two major department store branches, a junior de- 
partment store, most of the chains which appear in a community 
center, 30 or 40 independent retailers and perhaps an office building 
and a hospital. 

When a real estate developer enters the field of shopping center de- 
velopment, he steps into a business unlike any other real estate venture. 
The shopping center developer is not unlike the administrative exec- 
utive of a large, sprawling department store. Since most shoppin 
center leases today provide the landlord with minimum ounvantill 
rents against a percentage of the tenant’s gross business, the landlord 
is no longer merely interested in collecting his monthly rent. Ina 

‘shopping center he is vitally interested in each merchant’s experience 
and ability as a merchandiser as well as methods in which the land- 
lord can help build sales volume. 

At this point I would like to say as an aside, while it is true that 
chainstore minimum rentals are lower than independent minimum 
rentals, since in most shopping centers they all pay a minimum rental 
against a percentage of their volume business, it inevitably ends up 
that their per square foot rental based upon the percentage comes 
pretty close together. As the shopping center matures and develops, 
and business increases, they both begin paying more than the mini- 
mum rental. 

It is therefore essential in the original pinning stage that the de- 
veloper carefully project a composition of tenancies which will serve 
all of the needs of the potential customers, and in which each mer- 
chant, will, by virtue of his customer acceptance and merchandisin 
ability, bring customers to the center and thereby create additional 
business for all of the other merchants in the center. 

For instance, the beauty parlor operator, who may be well known as 
an expert in the community, and who may only occupy 1,000 square 
feet is a distinct asset to the 250,000-square-foot department store. 

In planning his schedule of tenants, the developer projects both 
chains and independents. He first proceeds to line up is major 
chains, or what frequently are referred to as the “bell-cow tenants.” 
The order in which leasing proceeds and the reasons for that order of 
procedure should be clearly understood because I believe you will 
find that this goes right to the core of the subject presently before. 
this committee. | 

After a market study is made and it is determined that there is an 
available market to support a center, as well as the quality and size 
of the potential market, the developer first seeks to lease to the largest | 
likely tenant for the proposed center, whether it is a department store, _ 
a junior department store, or a supermarket. 
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The reason for that procedure is fairly simple. Since the largest 
likely tenant will have to be convinced that the shopping center will 
attract an adequate number of customers to support their large opera- 
tion, once they do sign a lease, it becomes simple to lease the balance 
of the center to smaller chains and independents. The smaller chains 
and independents will recognize that since the larger merchant is 
satisfied they inevitably will be satisfied. 

The accepted order of procedure is to lease to the “bell-cow” tenants 
first and independents second. This is not only the way the developer 
or mortgage lender wants it, it is also the way the independent retailer 
wants it. The independent retailer is the first to insist that his lease 
contain a provision that he may cancel his tenancy in the event that 
the department store or major chain moves out. 

That is, gentlemen, that we not only do not refuse to lease to inde- 
pendents, but we would never consider building a shopping center 
which does not include proper balance of chains and independents. 

What about the question of mortgage lenders imposing require- 
ments which tend to require a high percentage of AAA-1 rated ten- 
ants in shopping centers, and thereby discriminate against the 
independent ¢ 

First, let us recognize that lending institutions, principally life 
insurance companies, have certainly demonstrated their confidence in 
the shopping center industry. By the middle of 1958, life insurance 
companies had granted loans of $1 billion on shopping centers through- 
out this country. 

Institutional lenders, such as insurance companies and banks, have 
an indisputable high responsibility as trustees of funds in their care. 
In this connection, they are obliged to invest wisely and cautiously. 
It is true that in considering shopping centers, many lenders require 
that the minimum guaranteed rents from the major chains or high 
rated tenants be adequate to pay the real estate taxes, the insurance, 
the interest and amortization on the mortgage, and a reasonable re- 
serve for repairs and maintenance. 

On occasions, this will result in a reduction in the space remaining 
for independents. However, some of the lenders have Semen to recog- 
nize the importance of a well-balanced center, and the security which 
a competent independent adds to the project. Hopefully, this essential 
philosophy will spread to all lending institutions. 

Finally, let us review briefly the rents paid by independent retailers 
in shopping centers as compared with the rents paid by chains. 

To begin with, it is true that independent retailers generally pay a 
minimum rental two or three times more per square foot than the 
chains do. However, they do so happily and successfully. They 
know that they are buying a kind of security. They know that if 
they are competent merchandisers, their success is assured when they 
are next door to traffic-creating chainstore unit. 

I own shopping centers in which independent meat markets are 
paying a rental three and four times the square foot rental of an ad- 
joining major chain supermarket, and doing so happily—ready to 
open additional stores in other centers. 

It isn’t that the independent rentals are high. Rent is purely a 
relative factor. The fact is that chain rents are too low. This results 
purely from good old American horse trading. The chains sit down 
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to lease negotiations in the excellent bargaining position of knowing 
that they are essential to further leasing, to mortgage financing and 
to the success of the venture. When they are not in a strategically 
strong bargaining position, they are apt to wind up paying higher 
rents. 

In reviewing the overall subject, I should like to make several 
observations: 

1. The independent retailer is in no different position in competing 
for space in shopping centers than he was in the downtown business 
districts. There, too, the more affluent, highly rated merchants have 
first priority in selecting the best locations. And there, too, the inde- 
pendent happily pays a premium rent to secure space adjoining or 
near the traffic-creating chains. The newer, lower rated independent 
retailer finds that the only space then left for him is the secondary or 
side street locations, until such time as by resourcefulness, ingenuity, 
and hard work he reaps the rewards of American free enterprise, 
moving up in independent stature or expanding into a chain. 

Mr. Sruuts. I wonder if I might break in right there, Mr. Chairman, 
and ask Mr. Farber if he figures that many independent food mer- 
chants are going to grow up by “resourcefulness, ingenuity, and hard 
work” if they don’t get a chance to get into the shopping centers? 

Mr. Farser. I believe so. I believe in talking about food merchants; 
I am presuming we are talking about various types of food 
merchants 

Mr. Struts. I am talking about the delicatessen or meat market. 
When you talk about an independent retailer here, you keep talking 
about a beauty shop or a barbershop. I wonder if you might talk 
about a good druggist as one of the other witnesses was. Does he 
have much chance to grow up through the shopping center route these 
days ? 

Mr. Farner. I built 11 shopping centers in the New York area, and 
in only one of those do you have a chain druggist. All the others are 
independent druggists. One of those independent druggists is an 
agency of a chain organization, but he essentially is an independent 
because his name is on the lease and not the chain. I think, too, when 
you talk about the food market, we also must recognize how a super- 
market becomes a supermarket. It is alsoa process of evolution. The 
meat market or delicatessen expands in depth and size. He only does 
this by the process of evolution and grows to the point where he has a 
supermarket, two supermarkets, and three supermarkets. Certainly 
there are throughout the country small chains of supermarkets of 4, 
or 5, or 10, who in some instances are finding locations in shopping 
centers, and some are finding the competition difficult, but are con- 
stantly growing nevertheless. And when they reach the point where 
they have 10 stores, as one of our former witnesses has indicated, they 
become of interest not only to the shopping center but to the lending 
institutions as well. The question of what rent they pay frequently 
will be affected by the strength of the pulling power they will create. 
We must bear in mind, from the point of view of the developer, the 
major chain supermarkets, with their national advertising and tre- 
mendous advertising budgets, and their acceptance and drawing power 
within a community, are the essence of a small center. Of course, they 
will attract the people who will not only shop the supermarket, but 
all the other stores. 
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Mr. Srutrs. Do you think national advertising is essential for the 
food store? by. 

Mr. Farsrr. Well, to the extent that the national chains participate 
in the name products, I agree with you that the question of advertis- 
ing—I would rather say they have a substantially higher budget for 
advertising in a given area, and perhaps the fact that a chain may 
cover a good part of the country frequently will affect it through that 
national advertising. 

2. Every shopping center in the country received from 25 to 60 per- 
cent of its gross income from independent merchants. 

3. The independent retailer with genuine merchandising skill and 
promotional know-how is as essential to the success and proper balance 
of a center as the national chainstores; and as long as this necessity 
continues to prevail, there need be no fear that the independent will 
not find a place for himself in modern, suburban shopping centers. 

We do not feel that the conditions that now prevail within our 
industry call for direct Government intervention or control. In fact, 
we would seriously oppose such suggestions. The economic principles 
that guide American business in the free marketplace or over the 
bargaining table are more than adequate to cover every problem that 
has arisen or that is likely to arise in the shopping center industry. 
No Government edict or legislation in this instance can do better for 
business, big or small, than the controlling forces that operate within 
the system of individual business enterprise itself. 

Although we had very little time to conduct a full canvass of the 
shopping center industry for an expression of views from owners and 
developers, we have received an amazingly gratifying response on very 
short notice from more than 30 persons. I presume there will be more 
coming in within the next day or so. 

Senator Wiiti1aMs. I would say if at a later time you want to change 
that figure, you may advise us. 

Mr. Farser. Very well,sir. The letter just went out a couple of days 
ago. We will be pleased, if you wish, to reproduce copies of the letters 
and telegrams we have received and file them with the committee 
within the next few days.°® 

Typical of most of the replies we have received is this comment 
from Mr. Edward Sulzberger of Nassoit-Sulzberger & Co., Inc., in 
New York: 


I am strongly opposed to the Government subsidy of retailers whether large 
or small. I am of the opinion that if an independent is not able to be in business 
because of either lack of cash or ability, the Government should not be a crutch 
to keep him in business. 

I am of the opinion that there is too much Government interference in business 
at the present time. Talent and individual ability should be encouraged and 
there are many ways the Government can do this without financing a retailer, 
guaranteeing his credit or subsidizing his operation. 

If this committee wishes, it might consider how to equalize the 
credit standing of independent merchants through encouraging pri- 
vate enterprise through independent bonding companies to find 
methods to insure the credit of small merchants. The fact of the 
matter is, however, that those who are most in need of business loans 
or credit insurance, are usually those least able to obtain them. We 
respectfully suggest to this committee that it will be performing a 


* To be supplied and retained in committee files. 
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great service to small businessmen, among whom I include the owners 
and developers of shopping centers as well as merchants, if it is able 
to develop practical and effective incentives to help bonding and loan 
companies to come to the aid of small businessmen with dispatch and 
efficiency when they are most in need of financial help. 

Perhaps, also, your committee might consider what the effect of 
liberalizing tax exemptions may have on the ability of the small 
businessman to continue effectively in business during the first years 
of his business operations when the pressures on him are greatest 
and when he runs the greatest dangers of falling by the wayside. 

The Small Business Administration might also undertake a broad, 
educational program to help retailers improve their merchandising 
know-how and promotional skills. This 1s a positive service which 
can have a permanent effect on increasing the stability of small busi- 
nesses and reinforce their position in the retailing economy. 

In presenting this statement of our views to this committee, we 
hope we have to some extent helped to clarify a fairly complex condi- 
tion, but which in the final analysis reduces itself to the simple expla- 
nation that the facts of life must be faced with hard-headed practical 
realism by all concerned. We have every confidence that our industry 
will continue to grow at a rapid pace within the next 10 to 15 years, 
creating many new opportunities for retailers to serve the American 
public profitably and efficiently. There are many problems we face 
in the industry, but even our present problems keep changing con- 
stantly as we mature and even the relationships between the cooperat- 
ing agencies in the shopping center industry change as time goes on. 
In good time, we feel that some of the conditions that seem out of 
balance now will fall into a more harmonious pattern, for the good 
and welfare of all concerned. Shopping centers will continue to play 
an increasingly more important role in the future of American life, 
and I feel sure that independent merchants will continue to have an 
intrinsic and successful part in that future. 

If I may, I should like to quote a couple of brief statements from 
some of the letters we have received. One is a telegram from the 
Southgate Shopping Center in Cleveland, Ohio: 

There is absolutely no truth to the allegation regarding independent retail 


merchants; rather, the contrary is true. We look for independents in our 
centers. In our Southgate center we have over 50 percent independents. 


From Los Altos, Calif. : 


Rancho Shopping Center has 23 shops, 1 bank, 6 offices, no chains, and is 
financed by Travelers Insurance Co. 

Cambrian Park Place Plaza Shopping Center in San Jose has 30 shops, 1 bank, 
10 offices, and bowling alley, no chains. Was financed by Bank of America.— 
Christian A. Wilder. 

Senator Wixtx1ams. How many do you have there? 

Mr. Farper. I was going to quote from about four or five of them. 

Senator Wimu1ams. Would you like to put them in the record as is? 
Do they all follow this same pattern of opinion ? 

Mr. Farser. Yes, the point I hope to make from them is that we 
have a number of replies from centers that have as many as 40, 50, 
and 60 stores in which they have 1 or 2 or 3 chains, and the balance 
independents. 
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Senator Wit11aMs. I wonder if you could give ussome examples. I 
was going to ask youthat anyway. You say in point 3 on page 3, 

The Regional Shopping Center * * * might include one or two major depart- 
ment store branches, a junior department store, and most of the chains which 
appear in a community center, may have 30 to 40 independent retailers. * * * 

Give us a couple of examples of the regional centers that fit that 
pattern. a 

Mr. Farerr. Yes, if I might just give you from right here—this is 
from Miami, Fla. Thecenter is the Parine Avenue: 

Our center has 49 stores, all occupied. We are also completing nine additional 
stores. All of our tenants, with the exception of Winn-Dixie Supermarkets are 
independent local merchants. 

Senator WiLuiAMs. I see. 

Mr. Farser. That is another regional. This one is from Ridge- 
wood, N.J., from Mr. Carlson: 


With reference to April 22. Of course I have developed 3 shopping centers 
in which there are from 15 to 35 stores. In each instance there has been super- 
markets similar to A. & P., Grand Union, or Acme, together with a number of 
small independent merchants. The result of these shopping centers is that they 
do have a complete line of merchandise. 


Senator Wittt1aMs. Give us his full name. 

Mr. Fareer. Mr. Carl 8. Carlson, Ridgewood, N.J. 
Senator WittraMs. Any further identifying address? 
Mr. Farser. Post office box 199. 

I will see that copies of these are filed with you.’ 


Then we-have one from Belleview Shopping Center, Belleview, 
Wash., in which he says in part: 

The facts relative to the Belleview Square are: Size, 30 acres, 330,000 square 
feet of buildings, balance parking. Tenants: 63, of which only 12 have other 
locations. Each of the remaining 51 tenants is completely independent. Each 
and every one of those independents has not been in business himself before he 
set up shop in Belleview Square. In other words, the existence of Belleview 


Square has helped make it possible and provided the opportunity for 51 new 
independents to become established. 


This is from Meadows Center in Terre Haute, Ind. : 


We operate two shopping centers here in Terre Haute—one Meadows Center, 
Ine., having 34 units. All tenants in this center except two—namely, Kroger and 
FF. W. Woolworth Co., are local independent retail merchants. Our other cen- 
ter, Southland, which is just being completed, comprises 12 units, and all stores 
are in operation except 1. It also has only two national chains—namely, 
Kroger and F. W. Woolworth; the other 10 are independent local retail mer- 
chants. 

By and large, this is the substance of what I was going to read. 
Actually, it is not unusual. 

Senator Witt1ams. How about your shopping centers? How do 
you describe them, neighborhood, community, or regional ? 

Mr. Farser. Mostly neighborhood, one community, and in the 
neighborhood, of course, the problem is not as great. 

he subject we are discussing here doesn’t come into focus as much. 
I have a neighborhood shopping center that has 15 stores. One is a 
supermarket and the other 14 are ne Among them are 
included a delicatessen, a meat market, a bakery, and a vegetable store. 


* To be supplied and retained in committee files. 
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All of these people are happily doing business, paying, I admit, per 
square foot perhaps three times what the chain is doing, but satisfied 
because the chain is there to attract the business. 

Senator Wrmu1ams. Would you mind telling us where you do your 
financing without naming the company; the banks or insurance com- 
panies or other institutions ? 

Mr. Farser. In the usual manner, the accepted manner, with insur- 
ance companies and savings banks. I pay no special premium for 
mortgage money. We lend in the norma] market. Now, it is true 
that there are periods of, for instance, about a year or a year and a half 
ago, during the tight money market, where lenders began to look more 
seriously and cautiously at all loans, not only in shopping centers but 
became more selective on all levels. During that period we also 
found difficulties with securing loans. There the greater number of 
chains we had who represented a guarantee in effect of the repay- 
ment of the loan, made it simpler. But even then, it would be bad 
business to put a center together that didn’t have a fair balance of 
independents as well as chains. I think that we have to be careful 
not to get into the question, too, of the negotiations that exist between 
the landlord and the tenant as to what rent the tenant will pay. This 
isa free arrangement. Weare dealing with asimple process of supply 
and demand. 

If the landlord has a good location, and if the tenant wants the 
location bad enough, they will pay a higher rent. And, conversely, 
if it is a poor location, the landlord will have to seek out the tenant, 
and the tenant would exact a reduction in rent. But I think it is 
important to consider in the question of rent that in the final analysis, 
they may be paying, that is the chain and the independent within the 
shopping center, may be paying approximately the same rent per 
square foot by virtue of their percentage clause. I hope I make 
that clear. 

Senator Witt1ams. How about the percentage? Do they vary be- 
tween chains and independents? 

Mr. Farser. Yes, they do. And they also vary among the chains 
themselves. 

Senator Wirxi1aMs. In what way? 

Mr. Farser. For instance, a supermarket will generally pay some- 
where between 1 to 114 percent of its gross business as a rental; 
whereas, a variety store, a 5 and 10 cent store, may pay as much as 4144 
or 5 percent of its gross business. On the other hand, we frequently, 
in order to create a balanced center, will reach for a tenant and help 
him. For instance, we know that a barber can’t pay more than ap- 

roximately $50 per chair per month. This may be substantially 
ower than the square foot rental we are seeking in that center, but 
nevertheless, we know that a barber is essential to the proper balance 
of the center and we will create the circumstances to permit him to 
do it. I think that the area of the drugstores and the supermarkets 
is perhaps the most expensive area in this subject here, and that per- 
haps revolves xround the fact that in many centers these represent 
the core or the initial structure of the center since they are among 
the necessary items that the consumer will look for. Therefore, the 
supermarket that is equipped to provide the greatest depth of mer- 
chandise, and the best prices to attract the greatest number of cus- 
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tomers, is the one who interests us. This is not quite the same as 
the manner in which the lending institution looks at it, but we end 
up in the same place. 

We would prefer to have the chain to create traffic. I think that 
it is also wrong to compare this with apartments or any kind of 
accommodations, that is, housing accommodations, where you have a 
Joan on an apartment house or a private dwelling, and for one reason 
or another, the resident fails. The dwelling is easily salable or rent- 
able. Once again, it is among the essential commodities. But where 
you have a businessman, rather a businessman in which you depend 
upon the operator of the business and his merchandising ability to 
make the business a success, if he fails or dies, we don’t have any longer 
as attractive or salable commodity. It is in this area, I think—I 
personally have great concern as to how insurance would be effectively 
used. ; 

Mr. Struuts. Why, Mr. Farber, would you not have as an attractive 
commodity? Why isn’t it as easy to get a druggist into a center after 
it is matured as it was when you first took the plats around and showed 
him a bunch of blueprints? Let us assume it is an independent 
druggist. Hedies. He was the prime mover in this store. Why can 
you not get another independent druggist? i 

Mr. Farver. Well, of course, I approach this from the point of view 
of assuming we have a guarantee of that druggist’s lease. He either, 
through poor merchandising or through death—poor management, 
and runs his business down, or through death is forced to close, that 
store may not, for one reason or another, be attractive to a druggist 
just when it becomes available. There may not be in the market a 
druggist seeking a location at that point. 

Mr. Srutts. The same way with the apartment. Somebody may 
not at the point when the tenant leaves or goes broke and no longer 
wants his apartment, there may not be a soul in all town looking for 
that sort of an apartment. 

Mr. Farser. Except that this store is designed only for the druggist, 
but an apartment will accommodate anybody who can pay the rent. 

Mr. Fotry. I have a number of questions here for Mr. Faber. Do 
you say that you have some disagreements with Mr. Atlas, is that 
correct ? 

Mr. Farper. That is right. 

Mr. Fotry. Now, he is on your board of directors ? 

Mr. Farser. That is right. 

Mr. Forry. And also Mr. Atlas has been a featured speaker at your 
last two national conventions ? 

Mr. Farser. That is correct. 

Mr. Forry. I think it is fair to presume that Mr. Atlas has some 
following in your organization ? 

Mr. Farser. He not only has that, but he is among the more respected 
shopping center developers in the country. 

Mr. Fotry. So, his opinions on this subject should be given con- 
siderable weight, wouldn’t you say ? 

Mr. Farner. I would say his opinion certainly should be given 
weight in spite of the fact that I disagree. 

Mr. Fotry. Now, Mr. Farber, you, like a prior—one of the previous 
witnesses mentioned that some independents are waiting for the 
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chains to come in; but actually, isn’t it true that many independents 
in certain retail fields would rather be there than the chains you are 
taking. Once again, I am talking about food, drugs, women’s apparel, 
and shoes. These are the chain organizations that are coming in 
instead of the independents, isn’t that correct ? 

Mr. Farser. Well, I have to refer to two factors here; one, this is 
not like a downtown location where you have a high concentration of 
population, and therefore a constant and existing traffic. Frequently 
a shopping center is built in a completely isolated area and fre- 

uently, seemingly, without any initial houses. Independents aren’t 
hikely to have the same kind of financial backing which will permit 
them to have the courage to take the risk of being the “bell-cow” 
tenant. So that we must start with—at some point, we proceed to the 
tenant who is more accustomed to thinking along these lines. That 
becomes either the supermarket or the department store. Of necessity 
it becomes a chain because they have had the kind of thinking that 
will permit them to go into virtually a new location. 

Mr. Forry. Let me ask you, do you believe there are not independents 
in the food industry or in the drug industry and in other retail aspects 
that are not willing and able to go into shopping centers ? 

Mr. Farser. I believe that there are many shopping center loca- 
tions which no independent supermarket operator or independent 
drugstore operator would be the first to sign a lease in. 

Mr. Fotry. That may be true, but is it your contention that they are 
not willing and able? They may not be accepted but is it your con- 
tention they are not independents in those fields that are not willing 
to go in those centers ? 

Mr. Farser. I can’t answer that. Since they are not willing to be 
the first, then we must go to the one who is willing to be the first, 
and that is the chain supermarket or chain druggist. Once we have 
done that, we eliminate both the necessity and the interest of the 
independents. 

Mr. Fotry. We are going to have a number of retail witnesses later, 
and we will find out about that point from their point of view. I 
think it is an important part of what we are trying to get at. Mr. 
Farber, you mentioned in your statement here on page 6 at the top 
of the page under No. 1 “The newer, lower rated independent re- 
tailer finds that the only space then left for him is the secondary or 
side street locations, until such time as by resourcefulness, ingenuity, 
and hard work he reaps the rewards of American free enterprise, 
moving up in independent stature or expanding into a chain.” But 
isn’t it a fact that even a shopping center developer, one of the first 
things he determines before he develops the center, is the location of 
the site? In retailing, site location is No. 1, isn’t it? 

Mr. Farser. That is right. 

Mr. Forry. No. 1 in the order of time, at least, in selecting any 
retail market ? ; 

Mr. Farser. That is right, of course. 

Mr. Fotry. So that a person, if a shopping center should locate 
in a secondary or side street location, its chances of success would be 
seriously jeopardized no matter how good the management, isn’t that 
correct ? 

Mr. Farser. I would agree with that. I am not sure I under- 
stand the point though. 
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Mr. Forry. Well, let’s say Mr. Atlas or yourself or some of the 
other successful developers whose ability and management experience 
is not questioned, let us say that they opened up one of their centers 
in a secondary location. The success of that center is seriously 
jeopardized by that location ? , 

Mr. Farser. Yes. Not only that they frequently open a shopping 
center in what looks like a prime location, and as a result of a later, 
larger, and more complete shopping center, became a secondary 
location. 

Mr. Fortry. Now, isn’t it a fact that insurance companies more 
and more have come to suggest that the ratio of chain tenants in a 
shopping center to local independents should be 70-30? 

Mr. Farser. It frequently works out to that in the insurance where 
the demand is made that the rent from the chains, the minimum 
guaranteed rent from the chains, be sufficient to cover the fixed 
charges; that is the interest, amortization and taxes. It frequently 
works out it will be 65-85 or 70-30 as a result of the mathematics 
involved. 

Mr. Fotry. Aren’t the insurance companies insisting on this? 

Mr. Farver. No. 

Mr. Fotry. More and more. 

Mr. Farser. No. I would say this is more true in the regional 
shopping center than it is in the other forms, but 

Mr. Fotry. And it is higher today than it was 5 years ago, is that 
correct ? 

Mr. Farser. Only because the—once again it relates itself to the 
insurance company’s need to protect their deposit—or rather their 

olicyholders’ money by making certain that the money they are 
ae will be paid back. 

Mr. Fotry. The reason I bring that point out is because you said 
in No. 2 on page 6 that “Every shopping center in the country re- 
ceives from 25 to 60 percent of its gross income from independent 
merchants.” The fact is that the split of 70-30 is becoming more 
than practice, isn’t that correct ? 

Mr. Farpser. Where this is true, and on occasions it is true, it is 
only in the regional center. I recently placed a loan on a neighbor- 
hood center which had 12 stores in which the ratio of income is about 
65-35 and the other way, 65 percent of it coming from independents 
and 35 percent of it coming from chains. This is not unusual either 
in the smaller type of center. But you can understand, I think, that 
when an insurance company is making an investment of $10, 12, 
or $15 million, an investment which is Famed upon a composition of 
many, many different businesses, it becomes essential that they con- 
cern themselves with the manner in which their policyholders’ money 
is going to be paid back. On the other hand, I do want to make the 
point that many of the insurance companies have begun to recognize 
in the recent years, and the quote from Mr. Hayden’s speech ° is an 
accurate one, that the independent is also an essential factor in the 
success of the center. 

Mr. Srutrs. He might be just as good a business developer and 
just as good a producer as the chain, is that right? 

Mr. io. Sometimes better. 








8 See apps. I and II, pp. 165, 169. 
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Mr. Sruuts. Heve the insurance companies figured out mathemat- 
ically that the chains are better than the independents? 

Mr. Farser. Well, that is based only under credit. If you are 
talking about credit, ‘it is a simple factor. The chains are obviously 
backed by millions : and millions of dollars. 

Mr. Srours. So all they are really worrying about is the barest 
minimum of getting back what they put in the kitty. 

Mr. Farser. That isr ight. 

Mr. Srvuuts. They are not really worrying about depreciation or 
higher returns. 

Mr. Farser. No, no. 

Mr. Putnam. Mr. Farber, do you feel the credit rating system 
itself is basically unfair to the industry, and, if so, what could be 
done about that? 

Mr. Farser. The credit system such as we are accustomed to using 
related through the system operated through Dun & Bradstreet. I am 
not sufficiently familiar with the methods of rating to comment on 
that. Other than the fact that this is apparently the only qualifying 
factor. In all fairness, I want to read comments from one other of 
our members. 

Senator WititaMs. Certainly. 

Mr. Farser: Who represents more of Mr. Atlas’ point of view, and 
represents a small number of the letters we received in return. 

Senator Wiii1ams. You did get some letters on the other side of 
this issue ? 

Mr. Farrer. Yes. 

Senator Witx1ams. And you will submit those? ® 

Mr. Farner. Yes, sir. we will. 

Senator Wiiu1ams. Now, if you want to quote from this particular 
one. fine. 

Mr. Farser. This is from Morris A. Kravitz of’ Philadelphia, a 
very respected and responsible developer : 


As you know, the lending institutions have, by and large, adopted a formula 
for financing shopping centers which develops around the credit for the tenant: 
The particular formula invariably requires the developer to produce AAA-1 
rents, or in most cases national chain rents with AAA-1 credit in sufficient 
amount to pay interest, amortization, and all operating and fixed charges. Even 
this, by no means, assures adequate financing, but it does help the developer 
finance his project in some reasonable degree, although he is still involved with 
a very substantial cash equity. Failure to comply with this formula inevitably 
makes it virtually impossible to finance to the extent that the developer is justified 
in going ahead. 

You must realize, as I am sure you do, that the success of a shopping center 
depends upon the way it is balanced with a group of merchants both independents 
as well as chains, which will give the shopper a good diversification of mer- 
chandise, both as to price and quality, without overloading the center with 
any one particular type of goods or services. You must also know that the 
chain is not as flexible in its merchandising setup as to quality as an independent 
merchant is. A chain usually adheres to a particular price range throughout 
its entire group of stores. Whereas the independent merchant specifically caters 
to a community since he knows what the community requires in the way of price, 
quality, and style. The developer who is bound by the lending institution’s 
requirements, must of necessity pour in chains indiscriminately in order to 
achieve acceptance so that he can find it possible to finance his project. 

I have constantly fought, in the development of my centers, against thé 
proposition of loading it up with chains. I Nave always felt that the independent 


®To be supplied and retained in committee files. 
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merchant can better serve a community in many respects than the chain does. 
There is a place for both and I would estimate that a 50 percent occupancy rate 
for both groups would give the center good balance, whereas in the actual 
practice, it becomes almost mandatory to make the percentage about 75 in favor 
of the chains. 

Furthermore, the independent merchant fits in better with the community than 
does the chain. The very backbone of retailing is being jeopardized by such 
lending practices which relegate the good independent merchant to inferior 
locations and frequently elimination from consideration in shopping centers 
where we know most of the retail business is and will be done in the future. 

Senator WituiaMs. I just was wondering here, and looking at your 
testimony and comparing it with Mr. Atlas’ whether you fellows 
aren’t closer together than you thought. You remember he de- 
scribed the financial institutions as the “king”? And the chains as 
the “prime minister” ? 

Mr. Farber. That is right. 

Senator Williams. You described the chains as the “bell cow.” 
What do you call the financial institutions? The farmer’s wife? 
[ Laughter. | 

Mr. Farner. Well, they really own the shopping centers. 

Senator Wimu1ams. OK. On that note, I think we will conclude 
until 2 o’clock. 

Thank you very much. 

(Thereupon, at 12:45 p.m., the subcommittee recessed to reconvene 
at 2 o’clock of the same day.) 


AFTERNOON SESSION 


Senator Wiu1AMs (presiding). Please come to order. The first 
witness this afternoon is Mr. Tag Kimberling, a supermarket operator 
of Oklahoma City, Okla. 

You may proceed. Thank you very much, Mr. Kimberling, for 
being here. 


STATEMENT OF TAG KIMBERLING, SUPERMARKET OPERATOR, 
OKLAHOMA CITY, OKLA., REPRESENTING THE NATIONAL ASSO- 
CIATION OF RETAIL GROCERS 


Mr. Kimpertinc. My name is Tag Kimberling. My address is 50th 
and Shartel, Oklahoma City, Okla. 

I am the owner and operator of three supermarkets in Oklahoma 
City. It is a pleasure to be here and give you a brief review of our 
experiences in trying to obtain choice shopping center locations. 

I started in the retail food business in January 1946, after returning 
from service in the South Pacific. I began business in a very small 
store with an initial investment of only $2,000. After 1 year, our 
operation expanded to the point where we bought. a larger store, and 
this also quickly became too small. In 1948, we moved to our third 
and much larger store. and within 1 year moved again to a larger 
building on ground which we purchased. During this time we only, 
had one store. We were just moving into larger quarters. 

In 1954 we bought a 10-acre tract. one block north of this store. 
Here we developed a small neighborhood shopping center with the 
remaining part of the land subdivided for residential use: This con- 
sisted of a drugstore and grocery store and cleaners at that time. 
That is listed here. 
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In 1950 we opened a store in the Shartel Shopping Center in Okla- 
homa City. This store is now doing very well, although when we 
moved in, surveys of the center showed it was not in a good location, 
and it was considered to have a poor future. The large chains in the 
area had an opportunity to lease space in this center, but they all 
turned it down. By the way, this store does about $4 per square foot 
per week at this time. 

In 1956, we bought another food store which was also not doing 
well, and built it into a successful operation. This is a store in a strip 
center that belonged to an independent and he had not been able to 
make it go like it should or he felt like, and then I bought it from him. 
In March last year we opened a small minute market which is now very 
successful. 

I am a member of the National Association of Retail Grocers, the 
department of research and education of that association, the Okla- 
homa Retail Grocers Association, finance chairman for the Boy Scouts 
in 11 counties, vice chairman of the North Side YMCA, and numer- 
ous other organizations. 

Senator Wit1iams. I will take this testimony along with me. 
There is a rollcall that is just starting in the Senate Chamber and I 
will have read this by the time I get back here. If you want to get 
into questions, all right. I will have some, too, by the time I get back. 

Mr. Kimper.tine. Thank you. 

My purpose in giving you this background is to point out the fact 
that despite this record of success as a food retailer, 1 have found it 
impossible to secure choice sites in some of the large and most promis- 
ing shopping centers in the community. Let me tell you of two 
experiences. 

The first concerns a 500,000 square foot regional shopping center in 
Oklahoma City which contains a 30,000 square foot supermarket. 

For years 1 have had a successful business relationship with the 
developer of this center. When he was working on this large regional 
center, he informed me that we could have the supermarket location in 
it if his financing sources would approve the lease. My financial state- 
ment was satisfactory to him, and my wholesale supplier having an- 
nual sales of $135 million and total assets of over $10 million agreed to 
= the lease. 

After many meetings and discussions with the developer, it seemed 
certain we could count on being in this new center, but when the 
day came to sign the lease I was informed that my lease was un- 
acceptable to the lending agency. 

By the way, the developer on this project was required to have 
85 percent of the space leased to national accounts. That is what 
he told me. 

Only a large chain with national credit was acceptable. After 
months of very satisfactory negotiations with the developer, I was 
turned down. ‘The result was that a large chain competitor took 
over the location. 

The second experience was equally frustrating. 

In 1956, we leased a store in a shopping center which was not 
doing well. At this time the center had 17 stores, 3 of which were 
empty. In less than 2 years we almost doubled the sales volume of 
that food store, and it wasn’t long after that the vacant stores in the 
center were rented. 
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In November 1959 we demonstrated to the agent our need for a 
larger store and more parking a He seemed quite interested in 
adding a large supermarket building at the opposite end of the center 
from where my smaller older store was located. 

At that time I thought we could work out a satisfactory arrange- 
ment. The agent told me our growth had made it possible to expand 
the center, and naturally I felt that this proved our worth to the center 
and we would get the larger supermarket building. 

But it did not turn out that way. The much better location went 
to a food chain with a national credit rating. 

Some time later the rental agent informed me that the owners were 
willing to revise my lease on our older smaller store in line with the 
rental paid by the national chain on the larger store it leased. Ob- 
viously the chain negotiated a lower rental basis on the new store 
after the center became a success than was in my lease covering the 
older store when it was doing poorly and when the center was not a 
success. 

These two experiences indicate that many times no matter how suc- 
cessful a local eutvaabiveent is and regardless of how good his local 
eredit is or how much he can make a success of the center, he is ex- 
cluded from many of the larger, finer shopping centers. 

National or rated tenants get tremendous preferences because many 
developers must have these to secure long-term financing. Also from 
what I have observed, large food chains frequently receive as much or 
more preference than other classes of generally preferred tenants. 
For one thing, they sometimes receive base rentals which leave the 
developer in an uneconomic position, and this affects the rentals he 
must charge other tenants, especially small ones. It is no secret, 
either, that large chains get special preferences on improvements to 
the property, such as store fronts and signs. 

Under the present system large food chains can almost write their 
own ticket. 

They come in on their own terms. The financial agencies frequently 

ive them what amounts to a monopoly since they will not accept 
alee of local merchants no matter how good they are. 

It is a brutal business and the local foodstore operator is not even 
considered. The result is that developers often make fantastic deals 
with food chains to get them in the center. This committee ma 
well find cases where large chains have leased stores at rentals which 
return the owners nothing on their investment. The full story on 
this subject is not generally known. 

Mr. Forry. I should just like to call your attention to a speech 
made by Mr. Hayden of the Connecticut Mutual Life Insurance Co., 
a few weeks ago, in which the point you are bringing out right now 
was very well demonstrated; namely, that some of these developers 
are making leases to large chains which return the owners nothing 
on their investment. 

In this particular case, a lease had been made to a chain and the 
developer is losing almost a-dollar per square foot of the area used 
up by the chainstore. That will be put into the record later on." 





# See app. II, p. 169. 
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Mr. Kimeertine. And on top of all this, the large food chains have 
been able to avoid disclosing the full effect of their lease commitments 
on their published balance sheets. 

These lease obligations are a form of indebtedness which they have 
been able to withhold from investors and the general public. The 
result is that their balance sheets overstate their credit standing. 

If they financed their new stores by borrowing on a direct debt 
obligation, this would show up on their financi ial statements, but 
through use of lease financing they are able to establish new stores 
and at the same time avoid showing to the company creditors and 
investors the aggregate amount of rental obligations they have made. 

This is about the closest thing I have ever seen in business to 
“having your cake and eating it too.” 

It is quite amazing what some can get away with because of the 
rule in financing large shopping centers that only large food-chain 
leases are acceptable. The financial institutions who make these rules 
and apply them seem to know very little about food retailing. They 
recognize nothing but “bigness” and are completely blind to other 
considerations. 

My experience indicates that the success or failure of a large shop- 
ping center depends on how good its tenants are as merchandisers. 
Anyone in food distribution knows that an aggressive community 
supermarket operator can outmerchandise a big chain. The fact 
that community operators have been able to remain in business despite 
the tremendous advantages given to the large chains in our economic 
system is the most convincing proof of this point. 

The enormous economic handie: aps now placed on community food- 
store operators and the numerous preferences given large chains are 
making those local food retailers who survive, a tough breed. 

They have to be to survive in an atmosphere where numerous ad- 
vantages are given to their chain competitors. The financial experts 
who make these rules favoring the large chains ought to visit some 
eommunity supermarkets and see what is going on. 

If they did, it would open their eyes and lead to material improve- 
ments in shopping centers across the country. Forcing chain lessees 
on promoters has led, I am sure, to some very uneconomic situations, 
which result in centers not succeeding as they should. Now that 
there is a growing fear of overbuilding such centers, the need for 
getting top promotion-minded retailers in choice locations is more 
necessary than ever. 

Opening the doors of such centers to aggressive local supermarket 
operators who have proved their worth and reliability would benefit 
everyone. The more competition there is for choice locations, the 
better will be the chances of success for new centers. 

» How to accomplish this is the problem at hand. I do not presume 
to know the answers. Possibly some form of lease insurance would 
help. _ We certainly have examples of where this principle has 
worked, such as title insurance. 

‘ Applying the same principle to a lease might be more difficult 
since the lessee does not own the land involved, but there is no reason 
why a solution cannot be found. 
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The importance of new store locations to the future of community 
supermarket operators must be emphasized. The growth and move- 
ment of the population to suburbs and newly developed areas is a 
fact well recognized today. Obviously, foodstores have to be located 
where customer traffic will support them. New locations are to local 
supermarket operators what iron ore is to a steel mill. We just 

can’t get along without these. Yet, in one case I mentioned, a choice 
site in one large center in my area was closed to me even though my 
supplier servicing 546 stores in five States agreed to cosign my r lease. 
Even his credit wasn’t sufficient. 

During the past 4 years there has been an unprecedented wave of 
mergers in retail food distribution. One of the major reasons for 
the large number of mergers in this field is the extreme difficulty in 
obtaining store site locations i in large shopping centers. 

In this business, as in any other, you must either grow or go back- 
ward. At this point I would like to call your attention to a 4- year 
study of the merger trend in retail food distribution which has re- 
cently been published by the National Association of Retail Grocers. 

The title of this study is “The Merger Movement in Retail Food 
Distribution.” It shows that since 1955 a minimum of 2,657 locally 
operated foodstores have been swallowed up in merger acquisitions. 

The estimated annual sales volume for these acquisitions is $2,- 
824,820. This is equal to current total sales in the grocery stores in 
14 States. 

-I should like to submit this study for your record. 

- Mr. Fotry. That will be accepted into the record." 

Mr. Kimperuine. Several of my fellow retailers in Oklahoma City 
have had similar experiences. You can multiply these instances by 
thousands across the country. 

I certainly want to thank the committee for giving consideration 
to this important matter. It is the first time we have had a chance 
to focus public attention on this important problem. 

Recently I passed the magnificent looking Supreme Court building 
here in the Capital. There i is an inscription on the front which reads: 
“Equal justice—under Law.” That is all we are asking for. I hope 
you can help us get it. 

Thank you very much. 

Mr. Forry. I think we will take a recess now until the Senator 
comes back, because I am sure that he will want to question you on 
your statement. As he mentioned previously, there is a rolleall vote 
m the Senate. It will not take very long. He should be back shortly. 

In the meantime, he will have the opportunity to read this on the 
underground subway en route to the Capitol. We will then continue 
upon his return. 

' (Brief recess.) 

- Mr. Fotry. We will start again, and when the Senator comes back 
we will call Mr. Kimberling for any questions. 

‘Do you mind proceeding, Mr. Morris? 

\ Mr. Morris. No... That will be all right. 

Mr. Fotry. You may proceed. 


™ See app. V,-p. 183. 
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STATEMENT OF SAMUEL MORRIS, PARTNER, HILLANDALE 
PHARMACY, SILVER SPRING, MD. 


Mr. Morris. My name is Samuel Morris. I am a partner in the 
Flillandale Pharmacy, which is located at 10214 New Hampshire 
Avenue, Silver Spring, Md. I have been in the retail drug business 
in the metropolitan Washington area since 1946. 

My first store was located at 11th and C Streets SE., where in 5 
years I proved to my creditors and my wholesalers I could operate a 
good retail drugstore successfully and profitably and pay my bills. 
That area of Washington began to deteriorate rather rapidly between 
1946 and 1951, as the committee will appreciate. 

With the assistance of my wholesaler’s customer service manager, 
I found and moved to my present location in Hillandale, a suburb 
of Silver Spring, Md., near the Naval Ordnance Laboratory, in 1951. 

I was the sole proprietor of my business at this time and took a 
small store out there, under 2,000 square feet and proceeded to develop 
a good retail drug business which has grown as the community grew 
and developed. 

By 1956 my volume was getting too large for the space I had and 
when an opportunity presented itself to take over the store next to 
mine, I took in a partner, Mr. David Haransky, and with the assist- 
ance of the Store Equipment and Promotion Division of the Henry 
B. Gilpin Co., my wholesaler, my partner and I expanded our space 
to over 3,000 square feet. We bought new fixtures, new lighting fix- 
tures, and remodeled our whole operation into what I would now 
call a semimodern, 3,000-square-foot retail drugstore. 

In other words, Mr. Chairman, we have grown with the community 
and I am sure, if you could ask the average resident of our area, you 
would find we have served them well, at competitive prices, and we 
are respected members of our community. 

For example, I am a charter member of the Prince Georges, Mont- 
gomery County Pharmaceutical Society; a member of the Hillandale 
Citizens Association; a member of the Hillandale Businessmen’s As- 
sociation ; a member of the Oakview Citizens Association ; a member of 
the Blair Parent Teachers Association and serve on committees, 
boards, et cetera in most of these groups. 

In late 1956, shortly after we expanded our store to better serve the 
needs of the community, we learned that a large plot of land, directly 
across the street from us, actually, diagonally across from us, had been 
ener or optioned, with a view to building a shopping center 
there. 

Mr. Duffy, one of our customers, it turned out, is planning to de- 
velop the center. When he was in the store one day, we approached 
him about the drugstore space in the new center. Mr. Duffy tried 
to discourage us, saying that he felt it would not be possible to lease 
to us. 

We were not satisfied with his reason, which was that they were 
going to try to get a chain drugstore to locate over there—diagonally 
across the street from us. We pressed him for reasons why we 
couldn’t be considered as we were known in the community and had 
proven our ability to keep up with the community’s needs, almost 
doubling our floor space in a little over 5 years’ time. 
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He told us it was due to the loan matter—money problems. When 
we persisted in trying to explain it would be impossible for the com- 
munity to support two large drugstores of unequal facilities, across 
the street from one another, and that we would be at a tremendous dis- 
advantage, Mr. Duffy referred us to Walker & Dunlop, a Washington 
real estate firm who, he told us, was arranging the financing. 

Now, Mr. Chairman, I would like to make myself clear on this one 
point. , 

My partner and I are not concerned about the chainstore competi- 
tion. We know we can meet them on equal footing and compete with 
them. But, the situation would be this, in Hillandale: We have an 
8-year-old store that was made over to fit existing space and facilities. 
We have a narrow little strip of parking lot in front of our stores that 
will hold only 24 cars. 

Mr. Chairman, I would like to go a little into detail about those 
seven other stores in this strip with us. There is a hardware store, a 
High’s Dairy store, a drycleaner, a flower and gift shop, a TV and 
radio store, a barbershop, and a pizza restaurant, in addition to our 
drugstore. I am sure none of them have leases in the new shopping 
center across the street at this time. The listed eight stores share 
the parking space, with us, for 24 cars. 

The shopping center, I am told, will have parking space for 2,000 
or more cars. It will be a complete center with all types of stores. 
The drugstore will have at least 5,000 to 7,500 square feet of floorspace 
and will be surrounded by parking space. Frankly, Mr. Chairman, 
I’m here to tell you of my case, but you can readily see that many of 
the other merchants in this little strip with us are in the exact same 
boat as we are. 

New Hampshire Avenue is a busy main thoroughfare. We can’t 
afford to build a pedestrian underpass and the cevelopers of that 
shopping center won’t do it for us, you can bet your life on that. We 
will not be able to attract customers across the street from the available 
parking space even if we were to sell our goods at a loss; it’s too far 
to walk. We can’t expand our parking facilities and so competition 
will dry us up as going businesses the day that shopping center opens 
up for business across the street from us. 

My partner and I are realists. We decided to see this thing 
through—exhaust all possibilities. We contacted Mr. Allen, our 
wholesaler. 

He has just told you what he found out when he and my partner 
went to see Walker & Dunlop about the chance of getting the lease 
for the drugstore in the new shopping center. We are out of the 
picture, period. 

Some time after the plot of land across the street was cleared for 
commercial use by the zoning board, the first sign to go up there was 
a big one announcing that a large chain drug company would soon 
build a store over there. I see this sign each morning as I go down to 
open up. It reminds me that my days may be numbered. 

A bulldozer came in there and leveled the land a few months ago. 
Mr. Allen and his store location division are already looking for a 
new location for my partner and me to start all over again. 

What will be the answer in that new location, Mr. Chairman? Will 
we go in there and build a small store into a bigger one—pioneering— 
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and then, when the community gets large enough, and the retail drug 
business volume big enough to attract a chain drugstore, will someone 
build another shopping center across the street from us and lease the 
new building and new parking facilities to a chain competitor ? 

Walker & Dunlop tell us they would be glad to lease to us if they 
could. The store planning and design division manager at Gilpin Co. 
and I have some new ideas as to what we could do with layout and 
lighting and traffic in a new, modern 6,000- or 7,000-square-foot store 
with ample parking space around it. Will we ever get a chance to risk 
our money and time and ingenuity to try it out ? 

The answer is no, I’m afraid, Mr. Chairman. The answer will con- 
tinue to be no until some way is found to break the monopolistic 
stranglehold the chains have on new store locations—downtown and in 
shopping centers. It may not be by their design but they certainly are 
the beneficiaries under the present system. 

There are at least a half-dozen new buildings being built in down- 
town Washington right now. A dozen others have been completed in 
the last couple of years. I ask the committee to look around as you 
next pass through town. In every single new building, the modern 
drugstore location is occupied by a chainstore. Why? 

Mr. Chairman, it is not because we independent, local druggists are 
stupid. We want those locations, we will pay the owners more rent for 
those locations and we will sell as much or more merchandise in those 
locations. We can’t even get consideration from the builders or 
developers of those or shopping center locations. Why not? Because 
we are local, independent merchants—we do not have national credit 
ratings. That is our crime. 

I sincerely hope your committee can do something about this crime— 
if it isacrime. You will have our eternal gratitude, Mr. Chairman, 
if you can. 

Senator Witi1ams. Thank you very much for that statement, Mr. 
Morris. 

Are there any questions? 

Mr. Fotey. You mentioned here, Mr. Morris, on page 1, that you 
operate what you call a semimodern store. 

Mr. Morris. Yes. 

Mr. Fotry. What do you have in mind when you call it a semi- 
modern store? 

Mr. Morris. We have a store which because of limited space and 
facilities required us to put as much as possible into too small an area. 
And for that reason we have not the merchandise that we should have. 
And also, not the proper facilities to show our merchandise the way 
we would like to do it; that is, if we had larger quarters with proper 
parking on the outside to equal the larger quarters on the inside we 
could certainly do that, sir. 

Mr. Fortey. You are looking for a new store location, now, is that 
correct ? 

Mr. Morris. Yes, we are afraid we see the handwriting on the wall, 
because the shopping center in there is being built. 

Mr. Fotry. You probably cannot sell the store with the shopping 
center across the street, is that it? 

Mr. Morris. I would not. I imagine anybody who would want to 
buy the store now, it would be a thumb- -pressing deal, where they 
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would get it at a sacrificial price and would put something in a clause 
of the lease about guaranteeing a certain amount of sales. That would 
be under thumb-screw management. 

Mr. Fotrey. Your capital investment with respect to this store, will 
in a short time, almost be at a loss? 

Mr. Morris. It is possible. 

Of course, we intend to fight back for a while until we get a new 
location. 

Mr. Fotry. Could you and your partner get the capital to start a new 
downtown store or at the shopping center ? 

Mr. Morris. There is no question about that. 

Mr. Fo.rey. You could get the capital to start a store of the size that 
the chain could? 

Mr. Morris. We would find that very easy to do that. 

Mr. Fotey. What is holding you back ? 

Mr. Morris. We have tried to get several good locations in these 
bigger shopping centers. Each time we were not granted the 
courtesy of an interview—or in the case of Walker & Dunlop we were 
told we didn’t have the opportunity to get in there at all. We just 
didn’t have the credit rating that was necessary. 

Mr. Fotry. That is all I have, Senator. 

Senator Wittiams. That is all. And we thank you again for your 
help. 

Mr. Morris. Thank you. 

Senator WixuiaMs. At this time we should call Mr. Kimberling 
back. 

STATEMENT OF MR. KIMBERLING—Resumed 


Senator Wiiuiams. I did as I promised. I read all of you state- 
ment, Mr. Kimberling, after I left here and now I am back. 

First, let me see if Mr. Foley has any questions. 

Mr. Forry. I have a few, Mr. Chairman, but I will get to them 
after you have finished. 

Senator Wiiuiams. I was puzzled by your statement on page 3, 
Mr. Kimberling, the third full paragraph. We conclude from your 
statement that your rent was reduced after the chain started and 
took the other location. 

Mr. Kimperiine. They offered to do that to get me to stay in the 
location. I might add this, one of the reasons they gave me for 
letting the chain have the location was that they felt like I could 
merchandise and would not lose any of my business and they would 
have this extra income on top of what they felt like I could give. 

When I indicated to them when my lease was up I would move that 
store and close it, they asked if I would be willing to talk to them on 
a lower rental basis, which we have not done as yet. 

Senator Wixx1ams. You have not done so yet ? 

Mr. Kimperuine. I haven’t discussed their proposition about. re- 
ducing the rent because they want me to extend the lease 10 more 
years. 

Senator Witx1aMs. It is unusual not to accept lower rent but I see 
that if it is a longer term you certainly have to consider that. 

Mr. Kimper.ine. Yes. 

Senator Witx1ams, What was the other example you described in 
your testimony ¢ 
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Mr. Kiupertine. In the larger shopping center, the building that 
was promised me by- the developer in the regional center, 50,000 
square foot regional center, the only reason that I didn’t get that was 
that the financing agency required that 85 percent of that floor space 
be rented to national chains. In fact, they brought in chains that 
were not in our area already, to be able to sell it. 

Senator Wiiu1aMs. Did you have a location there? 

Mr. Kimperuine. No. 

Senator WittiamMs. You did not? 

Mr. Kimpertine. No, it was one I was trying to get. 

Senator Wi.uiams. This is the one where your suppliers were 
agreed to be cosigners. 

Mr. Kimperiine. Yes, sir. 

Senator Wittiams. And page 4 raises some questions in my mind, 

I did not understand this opportunity that the chainstores have, 
as you describe it, to withhold certain information in their published 
balance sheets. 

Mr. Kimperuine. I don’t understand it, either. 

Evidently, they are big enough that they are able to get this credit 
without showing that on their balance sheets. Maybe no one has 
required it. But the lease is, certainly, a liability 1 would think. 

Mr. Forry. I may inject here that this point was brought up in 
Chicago at the national convention of the organization for which Mr. 
Farber appeared this morning, of which he is the president, and this 
point was brought up by one of the developers, namely, that when a 
chain is signed up or approved by an insurance company, they don’t 
even know what his liabilities are because his lease obligations are 
not included in the statement. 

So that actually the insurance company, taking the Dun & Brad- 
street credit rating, is giving at least some criteria to the matter 
simply because of business and not simply the financial statement or 
the presumed credit rating. 

This point was raised by the developers on this exact issue. 

Senator Witu1aMs. Can you add anything to this? 

Mr. Krimpertinc. I am sure that if those were entered on the 
balance sheets of these companies the ratios would be much different 
that what the published statements show. 

Senator Witiams. I am a little fuzzy on the nature of what those 
balances are. We will explore this with other witnesses. 

Mr. Purnam. May I uk you one question, Mr. Kimberling? You 
indicated that the percentage rent for most supermarket leases is 1 
percent of gross sales. There has been further testimony I think 
that these leases are loss leaders. The developer is not getting enough 
out of such leases to pay the way for that particular part of the 
development. 

At what percentage would you say a supermarket is paying its own 
way in the development ? 

Mr. Kimperiine. I would like to have some of these 1 percent leases 
that I have heard of here today. My stores are small or medium 
sized stores and the lowest rent I pay is 1.75. I have nothing lower 
than that. 

Mr. Purnam. Would you say in general the chains are able to get 
access to a development by paying 1 percent of gross, where the inde- 


pendent might have to pay 1.75? 
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Mr. Kuserttne. I am sure of that. In fact, some chains—one in 
our area—I understand gets it on 0.97. 

Mr. Putnam. It would be fair to assume that the developer’s profit- 
making point might be somewhere between 1 percent and 1.75 percent ? 

Mr. Kimperuine. I would think so; yes, sir. 

Mr. Fotry. Mr. Kimberling, this morning when Mr. Farber testi- 
fied, I believe you were here, were you not ? 

Mr. Krmperutna. Yes. 

Mr. Forey. Mr. Farber indicated that frequently independent mer- 
chants in the food or in the drug area will not be one of the first into 
a shopping center venture. I was wondering in your first experience 
how long you waited before you indicated your willingness to go into 
that center ? 

Mr. Kimepertina. I was the first. I mean, this one center that I 
mentioned here that the chain turned down, I took that lease before 
the drugstore was signed even. 

Mr. Fotry. Is that your second experience ? 

Mr. Kimperuina. Yes. 

Mr. Fotry. What about the first one ? 

Mr. Kimper.ine. I pioneered that thing; in fact, I had to open my 
store before I could get anyone else to go into my little center that I 
built myself. 

Mr. Foutry. How many other stores are there in that center ¢ 

Mr. Kimperuine. Six. 

Mr. Fotry. Then you mentioned also that your fellow retailers have 
had similar experiences ? 

Mr. Kimerriine. That is right. 

Mr. Forry. I presume that as a member of the National Association 
of Retail Grocers and the department of research and education of 
that association, and of the Oklahoma Grocers Association, that you 
have had an opportunity to talk this matter over with them? 

Mr. Kimperirne. Yes, sir, I brought the two statements with me 
from other grocers that I did not enter under this, but I do have 
them.*** 

Mr. Fotry. Are they available ? 

Mr. Kimperurne, Yes, sir, I can get them for you. 

Mr. Forey. Could you just offhand cite a few experiences that 
others that you know of have had ? 

Mr. Kimperiine. I might say since 1952 an independent super- 
market operator has not gone into a shopping center in our town. 

Mr. Forry. In Oklahoma City ? 

Mr. Kimper.inc. Yes, sir. 

Senator Wiuu1aMs. Otherwise, they are able, is that your point? 

Mr. Kimperrtina. Yes, sir. There are several that could finance 
from one to two more stores if they had the opportunity. Mr. Farber 
brought out the point this morning about putting us on the side streets 
and letting us get big enough to move around. 

Well, I think I am ready if I could get someone to let me have one 
of those places. And I know there are many other people that have 
felt like they are financially able and have done enough business that 
they can. My own position has not been a matter of getting customers. 
The position has been a matter of getting the place where they can 
come to. 





Ha To be supplied and retained in committee files. 
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Senator Wiiu1ams. Well, we certainly appreciate the benefits of 
your testimony. 

Mr. Kirueeriine. Thank you. 

Senator Winuiams. Thank you. 

Mr. Kimperuina. Very well, sir. 

Senator Wizu1ams. Mr. James Rouse, mortgage banker, Baltimore, 
Md., is our next witness. I understand you have a schedule problem. 

Mr. Rouse. Thank you, sir. One of my associates, Mr. Albert 
Keidel, Jr., is here with me. I received my invitation late in the 
week. I don’t have a written statement but I have some information 
we have compiled for the committee which was just finished this 
morning. 

Senator Wiiu1aMs. Will you give us a little personal background 
and then we will get into the substance of it. 


STATEMENT OF JAMES W. ROUSE, PRESIDENT, JAMES W. ROUSE 
CO., INC., BALTIMORE, MD., ACCOMPANIED BY ALBERT KEIDEL, 
JR., ASSOCIATE 


Mr. Rovusr. My name is James W. Rouse. I am president of James 
W. Rouse & Co., a mortgage banking firm. As such we represent life 
insurance companies investing their money in mortgages. 

We have made something of a specialty of shopping center financing 
and have financed some 40 centers, totaling over $50 million in various 
cities of the United States, particularly in the Baltimore-Washington 
area. 

We have financed one center in Toronto, and one in Omaha; Wil- 
mington, N.C.; Newport News, Va.; Canton, Ohio; Charlotte, N.C.; 
and other cities. 

Senator Wiix1aMs. You have been acting in what capacity ? 

Mr. Rovsr. Mortgage banker, representing life insurance companies 
as correspondent. A mortgage banker works with the developer in 
bringing a shopping center project to the point where he is able to 
make a submission to the insurance company which he is willing to 
recommend. He then obtains the commitment from the insurance 
company, and closes the loan with the developer for the insurance 
company. The mortgage banker’s role is to represent the life insur- 
ance company in this kind of financing. 

We, also, have a market research division and have been consultant 
on site locations for shopping centers on some 50 sites in addition to 
those that we have financed. 

And several years ago we formed a company known as Community 
Research & Development, Inc., of which I am also president, in which 
we are shopping center developers. 

We have developed three centers in the Baltimore area. We cur- 
rently are developing centers in Charlotte, San Antonio, Louisville, 
Cincinnati, and Camden, N.J. 

Senator Wizi1aMs. How large an organization do you have? 

Mr. Rouse. We have 105 people. 

Senator WitirAms. And the name again is? 

Mr. Rouse. James W. Rouse & Co. is the mortgage banking com- 
pany. Community Research & Development, Inc., is the shopping 
center company, which Rouse & Co. manages, but it is a publicly 
held corporation. 
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We are involved in all aspects of the shopping center development. 
We are a developer, are a market research enterprise, a mortgage 
banker representing life insurance companies in financing shopping 
centers. I guess we have been involved in 50 or more shopping centers 
over the last 6 or 8 years. 

I come here not with any particular case to advocate but with an 
earnest desire to be as objective and helpful as I can in an area in 
which we think there can be a good deal of confusion. 

I attempted for my own benefit, as well as the committee’s, to do 
something we had never done before—to make an analysis of the 
division between chainstores and local stores in shopping centers. 

These sheets are material that we have prepared.” There have 
been 40 shopping centers built in the metropolitan area of Baltimore 
since the war and this probably means altogether, because shopping 
center construction really dates from the war. 

Senator Wiru1aMs. How large is the metropolitan area of Balti- 
more—how close to Washington, do you think ¢ 

Mr. Rouse. The other side of Laurel we would call Baltimore—not 
coming as far as Laurel. Officially, the metropolitan area of Balti- 
more embraces Anne Arundel, Baltimore, Howard, and Carroll 
Counties, as well as the city itself. 

Baltimore’s metropolitan population we estimate, as of 1959, at 
1,629,000 people. It was 1,051,000 in 1940. That is a growth of just 
under 600,000 people since 1940. This is an aspect of urban growth 
that is very vital to an understanding of the shopping center business 
and is characteristic of large cities around the country. That means 
that since 1940, Baltimore has added a population larger than that 
of Denver, San Diego, Dallas, or Atlanta, as of 1940. We have added 
more of a city than any of those cities. This gives some idea of the 
amount of retail presentation that the population growth alone 
justifies. 

There have been 40 centers built with a total square footage of 
4.575,000 feet in Baltimore. 

We estimate that they do a gross volume of $280 million. The 
accompanying sheets analyze the 21 of those centers which are larger 
than 70,000 feet. These 21 largest centers account for 3,850,000 square 
feet of the total centers built. 

We have listed on the sheets ** all of the tenants in these centers. 
and we have divided them into three categories. 

First, into national chains, and then second, into local tenants, 
And then we have subdivided the local tenants into a completely 
arbitrary division of those with three stores or more, and those with 
two stores or less, to try to get some understanding of what might 
be regarded as a local chain, although three stores, certainly is a 
very small chain. 

Of 446 retail stores built in these 21 centers since 1940, 159 or 36 
percent are national chains, 160 or roughly 36 percent are local owners 
of 3 stores or more, and 28 percent are local owners of 2 stores or less; 
indicating approximately one-third, one-third, one-third division. 

We did not force this—this was a pure arbitrary decision as to where 
the dividing line came. 





22 See exhibit 5, pp. 84-90. 
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We then attempted to get some comparison. This was inadequately 
done, but we felt that if we could take the Main Street of Baltimore 
and make a comparison of chains and locals we would begin to get 
at your first question of whether or not the development of shopping 
centers is causing some unnatural formation of merchants in a center as 
compared with that which would prevail but for shopping centers. To 
do this properly we ought to do it in each of the major existing sub- 
centers of Baltimore that compares with a shopping center but time 
did not permit. However, in the 4 blocks of Lexington Street 
which constitutes the main shopping street of downtown Baltimore, 
there are a total of 38 national chains, 5 locals with 3 stores or 
more, and 14 locals with 2 stores or less. Thus, 67 percent of the 
merchants on the main shopping block in Baltimore are national 
chains and one-third are local. If we examine the existing old-fash- 
ioned subcenters that have grown out of natural forces over a period 
of years, we believe the percentage of chains would be smaller, but that 
it would fall very close to the proportions as they exist among shopping 
centers. In other words, what we really believe is that the phenomena 
that is being dealt with by the committee is not the phenomena of the 
shopping center but of financing real estate, of whatever kind it is, 
wherever it is, and, also, of business growth in merchandising and 
of the other elements that go into business locations and business and 
industrial growth. : 

If you look through these sheets you will find that the supermarkets, 
drugstores, and variety stores in the shopping centers are predom- 
inantly chainstores, and so are they in the existing subcenter locations. 

We think it would be found that the large chain supermarkets don’t 
hesitate to go out and build free standing heti-aensailad independent 
of shopping centers—A. & P., Food Fair, Acme, Safeway, Kroger, 
Colonial, any of the large chains, if they find a market area and they 
want to serve it, they don’t hesitate to go in and build an independent 
foodstore at that location. 

Therefore, I think that whatever the problem may be here, I doubt 
that it is a problem that relates specifically to the phenomena of 
shopping centers but rather to the growth of ‘retailing and the 
changes that have occurred in retailing in America since 1940. 

Take a look at a city like Baltimore. It has grown since 1940 by 
roughly 600,000 people. If you divided this by 3.3 people per family 
you would find that about 180,000 families have been added to Balti- 
more since 1940. 

Roughly, this is strictly a rule of thumb and will vary by income 
level and by location, but, roughly, we calculate that a family spends 
$1,000 a year on food. It is close to that. This would mean $180 
million in food sales that would be expected from the increase in 
population since 1940. And, roughly, the same dollar amount of 
purchases can be expected in all other lines but food, all other retail 
lines—I am not including automobiles or gasoline or boats, but shop- 
ping goods and convenience goods—services—the kinds of things that 
are bought and sold on Main Street and in shopping centers—roughly 
match food sales. 

So that it is a fairly close estimate that the total purchases accounted 
So oe this growth of 180,000 families is in the neighborhood of $360 
million. 


SHOPPING CENTERS—1959 55 


The estimated sales of all of the-shopping centers built in Baltimore 
since 1940 is about $280 million. Therefore, we have found—and 
this is the figure we are continually looking at in cities where we are 
considering going to new shopping centers—that, by and large, the 
growth of the community in itself accounts for the shopping center 

ansion, and that all of the existing retail space is required to 
take care of the population that existed before any shopping centers 
were built. 

Obviously, these things don’t match precisely. Serious dislocations 
occur because some areas become obsolete or serious competition 
arises next door, but by and large, the addition of retail space that 
has been accounted for by shopping center development has been 
needed by the growth in population that has occurred. 

Senator Wii1aMs. Have you tried this approach on other cities? 

Mr. Rouse. Yes, we have also tried it differently and more metic- 
ulously in Baltimore from time to time over a period of years for 
ourselves and for the insurance companies which are financing shop- 
wing centres. aC ae 

ey ask the question of us, “is this center justified in the com- 
munity?” We think it is unsound to regard a major shopping center 
as only serving a particular area. Everything in a city is competing 
with everything else, more or less intensively, but the only proper 
way we feel we can analyze the justification for an individual center 
or venture is by analyzing the whole metropolitan area. 

Repeatedly we have made studies to see how the total growth of the 
city 1s checking out against this expansion in retail facilities. Con- 
tinuously, since the war the growth in population has exceeded the 
retail expansion. 

The reason I make this point is that three things that are happening 
at once in the city, it seems to us, and this motivates our approach to 
shopping center development. 

First, is the enormous growth in the major cities of America— 
estimated in the next 20 years to exceed 56 million people—and all of 
the expansion will occur in the major metropolitan areas. That is on 
the basis of projections that are repeatedly made by statisticians. All 
growth is occurring in the major cities. 

Second, is the enormous growth in the automobile population 
which has been proceeding now for 10 years. In Baltimore automo- 
bile registrations increased 60 percent in 6 years and transit riders 
declined 45 percent at the same time. This is a whole new tech- 
nology of transportation for getting to and from places that people 
want to reach. 

Senator Wiuu1aMs. I wonder if we could suspend here? I hesitate 
to recess. I have to vote again. This is one of those frequent voting 
days. I would certainly like to hear this. 

Mr. Rouse. Iam happy to wait for you. 

Senator Wiiu1aMs. It might be well if there are those with prepared 
statements who would like to go forward now to hear from them. 
If you gentlemen who have prepared statements will get them into the 
record we might be questioning later. I hope it will be very brief. 

Mr. Forry. Is Mr. Sabbag or Mr. Holmes present ? 

Or Mr. Rothschild? 
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Mr. Roruscuixp. I am ready to present my statement—to present 
it to the committee and let the committee read it at its leisure. 

Would you like me to go over it ¢ 

Mr. Ferry. Please identify yourself for the record. 
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STATEMENT OF LOUIS ROTHSCHILD, EXECUTIVE DIRECTOR, NA- 
TIONAL ASSOCIATION OF RETAIL CLOTHERS & FURNISHERS, 
WASHINGTON, D.C. 


Mr. Roruscutip. I am Louis Rothschild, executive director of the 
National Association of Retail Clothiers and Furnishers which is a 
historic fancy name for men’s wear stores. Our association has been 
in existence for nearly 50 years, and we have over 2,500 members. 

In the interest of economy of time I will summarize some of this with 
the hopes that may statement will be included in the record. 

Mr. Fotry. Yes, it will be.” 

Mr. Roruscuiip. They are typically small business stores. 

The average men’s wear store is a store doing under $100,000 as 
volume. Therefore, we are very keenly interested in this subject and 
applaud the fact that the committee and its able staff is investigating 
it, so thoroughly. We trust that the investigation will continue. 

Now, these facts might be of some help. Men’s wear retailers’ basic 
rent or occupancy expense is covered every year by New York Uni- 
versity School of Retailing which is an outstanding authority, in 
cooperation with our association. 

And the range of renter-occupancy expansion in the average store 
is from 2 to 4.3 percent, with the median figure being 3.1 percent. 

The smallest stores, peculiarly, have a smaller average rental of the 
stores doing under $100,000 on an average pay 2.8 percent. 

Now, analysis of rentals charged men’s wear stores in shopping cen- 
ters shows an extremely high, above-average rental as compared with 
the historic rental paid in the normal business location. 

The Urban Land Institute, which is a recognized authority on urban 
development, says that men’s stores pay 5 to 7 percent of volume, and 
smaller branches from a low of 414 to a high of 6, with the majority 
charging 6. That is the percentage ranging from $2 to $2.75, plus 
in most shopping centers a merchants association assessment, which 
is a cooperative venture, so-called, promoted by the promoter of the 
shopping center ranging from about one-tenth of 1 percent on the 
average. 

Mens’ wear retailers are getting to wonder when they open their 
shopping centers whether they are not just working for the landlord. 
We had an inquiry very recently from a retailer in Sioux City, Iowa, 
who has been asked to rent a space 20 by 80 with a minimum monthly 
rental of $275, plus 6 percent of gross sales and 5 percent over $100,000 
volume, plus $240 for parking area, lights, et cetera. 

These figures are important because it is obvious that the big rental 
operators have chainstores, and even the department stores are 
brought into shopping centers at extremely favorable rates. It is a 
catch-as-catch-can bargaining operation with a result that the inde- 
pendent merchant who is fortune enough maybe to get into a shopping 


18 See p. 59 for prepared statement. 
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center has to pay the freight for the shopping center to be profitable. 
For the big rental operator to get a very low rent and then the shop- 
ping center to work itself out financially by charging a high rent to 
the independent men’s wear retailer is unfair, is discriminatory. 
Those are the things that this committee should, and I am sure will 
investigate. 

I don’t know whether the Robinson-Patman Act applies to rentals, 
but if it does, surely the element of illegal discrimination is a subject 
of possible investigation. 

Mr. Fotry. You probably heard Senator Humphrey bring that 
point up this morning. 

Mr. Roruscuivp. Yes, I did. I was delighted. And the discrimi- 
nation exists not only in rentals. 

Last evening I played bridge with a local merchant friend of mine 
who operates three little haberdashery stores in shopping centers 
around town. He doesn’t squawk so much about the fact that he-is 
paying a higher rental per square foot, percentagewise, than the big 
department store or the chainstore there in the same developments, 
but he squawked about the fringe benefits that they got and he didn’t 
get in the way of improvements, in the way of proper flooring, in the 
way of fronts, and all of the fringe benefits that he had to pay through 
the nose for where the big rental operator obtained them in his hard 
negotiations. 

We are intrigued very much with the study this committee is making 
of the possibility of insured leases. I am not prepared to offer any 
authoritative advice to the committee except that maybe there is a 
great potential equalizing weapon for the independent men’s wear and 
other merchants. It might also be extremely helpful, not only for 
shopping centers but also in the modernization of downtown and the 
revitalization of downtown where merchants today are having con- 
siderable difficulty financing modernization programs, and where in- 
dependent merchants are finding landlords extremely reluctant to 
financially cooperate in modernization programs. 

I think that is the story. I primarily wanted to emphasize the fact 
that men’s wear retailers who are a historically important part of 
independent business are keenly interested, are aware of the problem, 
and we desire to cooperate with this committee in its investigation. 

Thank you. 

Mr. Fotry. You mentioned, Mr. Rothschild, that men’s wear stores 
are typically small. I think that you can probably say that the same 
was true at one time, at least, of food and drug stores, variety stores. 
They were typically small, too, at one time. 

Mr. Roruscuiip. That was before my day, and I am older than you. 

Mr. Fotry. You mentioned as did Mr. Atlas and a few other wit- 
nesses, and Mr. Rouse referred to it also, that this situation exists not 
only in shopping centers but in other stores. Is that correct? 

Mr. Roruscuixp. That is correct. 

Mr. Fotry. Did I understand you correctly on that? 

Mr. Roruscump. That is correct, in talking about the possibility of 
insured rentals. 

Mr. Fotxy. What do you find on new buildings opening downtown 
as compared to new shopping centers? Do you find there that an 
independent retail men’s clothier is treated differently than a large 
chain clothing store? 
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Mr: Roruscump. In my opinion, and I have never made a study of 
it, but in my opinion the old established independent retail clothier 
who is a quality operator has a unique standing in the community. 
The average landlord downtown would rather have that type of tenant 
than a big chain operator who oftentimes handles lower quality and 
lower priced lines. It depends, of course, upon the location of the 
building. It depends upon the financing of the building. It depends 
upon the power, I presume, of the insurance company in dictating who 
the tenant might be. 

But a reputable, long-established mens’ wear merchant has no diffi- 
culty—this is true in some quality shopping centers—in getting into a 
shopping center, but he pays through the nose. 

Mr. Purnam. Mr. Rothschild, you present facts to indicate that the 
independent retailer is paying a higher rent in the shopping centers. 
Would you say that after he gets in, his profits are higher ? 

Mr. Roruscuip. It is very diflicult to generalize. Most men’s 
wear operations go into shopping centers and have not yet been 
seasoned. It depends to a degree upon the volume of advertising 
that he must do. The old rule of thumb is pretty well true that a 
merchant can pay X percent for rent and advertising, and if he gets 
into a location where he can cut down on his advertising, then he 
can pay a higher rent. However, I think it is basically true that a 
7-percent rental is uneconomical for a men’s wear operation where 
the net profit before taxes on volume is on an average of 214 percent. 

Mr. Forey. Have you studied at all, Mr. Rothschild, in any great 
detail the possibilities of lease insurance ¢ 

Mr. Roruscuip. Not in any great detail, no. 

Mr. Fotry. How long have you been in your present capacity as 
the executive director of your association ¢ 

Mr. Roruscuip. Thirteen years. 

Mr. Fotey. And you get around the country quite a bit, I assume? 

Mr. Roruscuu. I do, yes, sir. 

Mr. Forry. In any of that time have you ever heard of lease 
insurance ¢ 

Mr. Roruscuip. Up until these recent discussions, I have not. 

Mr. Fotry. Have you ever heard of a bonded lease? 

Mr. Roruscuix. Yes. 

Mr. Foxtrey. You have heard of that? 

Mr. Rornscui. I have heard of that. I couldn’t put my finger 
on where I heard of it, but I have heard of that. 

Mr. Fotxy. Are you familiar at all with how that operates? 

Mr. Roruscuiwp. No, I am not. 

Mr. Purnam. How much of a premium would a clothing store be 
able to pay, Mr. Rothschild ? 

What would you guess might be a fair and reasonable premium? 

Mr. Roruscui.p. I would equivocate on that answer also. I should 
say it depends upon how much improvement he is going to get in the 
property as to how much premium he would pay. In other words, 
if the landlord is not going to give him some improvement, moderniza- 
tion, store front, something more than four walls. 

Mr. Purnam. How much of a gap is there now between the percent 
rent being paid by a chain men’s clothing store and by an independent 
men’s clothing store, either in a downtown area or in a shopping 
center area ? 
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Mr. Rornscuirp. That is a question that we would like very much 
to have the answer to. Those figures are not public. I believe that 
this committee has the authority to get those figures from existing 
shopping centers where there are in the same centers chain clothing 
stores and independent clothing stores. I do know of one shopping 
center where a chainstore is paying 314 percent, and an independent is 
paying 6, but whether that is general, I do not know. 

Mr. Purnam. You do say it is general for the independents to be 
paying about 6 percent ? 

fr. Roruscuivp. Five, six, or even as high as seven in the men’s 
wear field, which is higher than the normal rental in an established 
store. 

Mr. Fotry. Thank you, Mr. Rothschild. We will include in the 
record at this point your prepared statement. 

(The statement referred to follows :) 


PREPARED STATEMENT OF LovUIS ROTHSCHILD, EXECUTIVE DIRECTOR, NATIONAL 
ASSOCIATION OF RETAIL CLOTHIERS & FURNISHERS 


Gentlemen, my name is Louis Rothschild and I am executive director of the 
National Association of Retail Clothiers & Furnishers with headquarters at 
1257 Munsey Building, Washington, D.C. This organization nearing 50 years 
of service to the men’s wear retail trade numbers in its membership nearly 2,500 
retailers located throughout the country. We are delighted this committee is 
studying the problem of small business in their business relations with land- 
lords particularly in regional or suburban shopping centers. 

The men’s wear retail industry is essentially small business. There are 
approximately 27,000 retail men’s and boys’ wear stores in the country and 
according to the latest census the typical store does less than $100,000 annual 
volume, occupies a store 20 by 100 feet and employs less than four individuals. 
We do not know of any type of retailing which better typifies the independent, 
small businessman to whom this committee’s services and functions are dedicated. 

Men’s wear merchants are keenly interested in the subject now being explored 
by this committee. We are anxious that you and your staff examine at length 
the current and future situation facing the small independent men’s wear 
merchant as he decides to expand to the suburbs. We are also anxious that you 
study the problem of maintaining his place in the often depreciating downtown 
area and the older neighborhoods. 

We hope that through factual information we can be helpful in giving the 
committee the present situation and in pointing up the need for further investi- 
gation, study, and possible correction of basic economic difficulties. We hope 
to point out certain practices that discriminate against small men’s wear 
merchants. 

Before discussing suburban and regional shopping centers, we would like to 
submit some basic figures which we feel are quite important. The basic rent 
or occupancy expense of the average men’s wear store runs from 2 to 4.3 percent 
of total volume with the average store paying 3.1 percent. These figures are 
from the most authoritative annual study in our industry. The facts are com- 
piled from men’s wear stores throughout the country by this association and 
the statistical analysis is made by the famous New York University School of 
Retailing. These figures are the latest published and for the year 1957. Sta- 
tistics for 1958 are now being studied and will be published this coming June. 

A breakdown of these 1957 figures shows that established smaller stores had 
an occupancy or rent expense averaging 2.6 percent of their sales volume while 
larger stores—those doing over $1 million—had an average occupancy expense 
of 3.6 percent. 

These figures are important in contrast to published reports on the rental 
percentage charged in suburban centers. It is common knowledge that in the 
shopping center the percentage lease is generally utilized with a minimum 
rental requirement. The Urban Land Institute, a recognized authority on urban 
development with headquarters here in Washington, have publicly stated that 
a men’s wear store in a shopping development has to pay 5 to 7 percent of their 
gross sales volume as rent. Men’s Wear magazine, a recognized tradepaper, in 
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November 1958, printed a study made by a merchant in Charlotte, N.C., in which 
these figures were charged on seven shopping centers : 
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| 
Merchant 


Minimum | association 
Location per square Maximum | and promo- 
foot tion fund 
per square 
foot 
a a “a | 
Percent Percent 
Maryland__-_-- $2. 75 6.0 | 0.12 
North Carolina- -- 2. 25 i 0 
ae 2.75 5 | 12 
South Carolina. -- ‘ é 0 5 | 0 
Virginia_-_ 2. 25 5 | 0 
Maryland. - -- 2.75 os . 12 
Tennessee. - - - 2. 00 4.5 0 


The merchant who made this survey wrote to the editor: “* * * the store would 
be working for the landlord at 5 percent or 6 percent of sales for rent. I am 
alarmed that the shopping center developers are not more aware of reasonable 
and established rates of rental and I am astounded at the retailers who pay 
5 percent or 6 percent.” 

A letter the association received recently from a small merchant in Sioux 
City, lowa, is just as astounding. He said: “I have been offered a space in the 
new center that is 20 by 80 feet with a minimum monthly rental of $275 and 6 
percent of net sales up to $100,000 and 5 percent over $100,000. Also a maximum 
of $240 per year for parking area, lights, snow removal, etc.” 

At our recent convention Irwin H. Cohen, K. Katz & Co., Baltimore, made a 
spéech on the subject of opening and operating branch stores. He told the 
audience: “Your rent is going to be high, it will be at a rate of 4 to 6 percent with 
a husky minimum guarantee.” 

High on the agenda of this committee should be an investigation as to whether 
or not there is a rental discrimination between independent local retailers, large 
chainstores, and mammoth department store operators. Frankly, our informa- 
tion is largely hearsay. It is generally said that a shopping center promoter 
offers lower rent and other inducements to large organizations which necessitates 
their charging higher rents to the smaller independents who fill in the leftover 
spaces in the development. It is also stated that often fringe benefits are given 
to the large organizations in the way of store fronts, fixtures, flooring, lighting, 
etc. But they are not available to the small men’s wear retailers who rent only 
the “shell” of a store. 

Although we have no direct knowledge, we are told that chains in the apparel 
field obtain prime space at 3 to 4 percent of volume with a wide variety of added 
benefits in improvements before they move in. The February 1959 bulletin of 
the Urban Land Institute had an article on “Chain Store Leasing in Shopping 
Centers,” by Roy P. Drachman of Tucson, Ariz., in part reading: 

“Every shopping center lease should have a percentage rent clause. The mini- 
mum rents can vary greatly. They can run from $1, $1.25, up to $1.50 for mar- 
kets, up to $3 or $4 for shoe and apparel stores. I know an apparel chain which 
recently made a lease on the west coast for a store of 7,500 square feet plus 
2,500 square feet in the mezzanine for which they are paying $21,000. 

“A midwest developer tells me recently that he gets around $2.25 for drug- 
stores against 5 percent. We can’t get that kind of percentage from chain 
drugs. We're lucky if we get over 2, 2.5 or 3. One prominent drug chain pays 
3 percent but wants to exclude cigarettes and they want to break it back to 2 
or 2.5 percent after a certain volume is reached. 

“Some women’s apparel chains will pay about $1.50 a square foot. If you 
get more than that you’re pretty lucky, and they want to pay around 4 percent 
on volume * * * Chains resist and tell you they don’t pay over $1 or $1.50 per 
square foot minimum rent. But they will pay more if they want the 
location * * *” (See appendix IIT, p. 173). 

It would appear obvious that the leasing of space in shopping centers is not 
an exact science. Common knowledge dictates that the promoters must get big 
well-known names as “drawing cards” in order to attract consumer patronage 
as well as to facilitate financing. The opportunity for deals is apparent. The 
better the deal that the keys to the shopping center get, the higher the rent that 
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must be paid by the smaller independents. It would be interesting to inquire if 
shopping center rents fall within the jurisdiction of the Robinson-Patman Act. 

The shopping center developer’s problem in financing through the pledging of 
leases is public knowledge and the obvious prejudice of giant insurance compa- 
nies toward small local independent retailers is a complicating factor. These 
very facts naturally contribute to whatever discrimination there may be in 
rents and improvements in favor of the national firm against the local prospec- 
tive tenant. 

We are delighted that this committee may study the possibility of equalizing 
the competitive situation by study of possible legislation in the nature of rent 
insurance. 

Not only does this offer great possibilities of removing the difficulties small 
local merchants have in getting into shopping centers but it offers wide vistas of 
possibilities for the renovation of downtown areas. At the present time, land- 
lords are extremely reluctant to make needed improvement or modernization for 
independent merchant tenants. Merchants themselves without long-term, secure 
leases, are unable to finance needed improvements. With long-term lease insur- 
ance available to independent merchants there is a great possibility of better co- 
operation between landlord and merchant in improvement of present downtown 
stores. This is a subject which deserves thorough and favorable study. 

It is our hope that in this statement we have indicated to the committee our 
keen interest in the subject and the vital importance of it to men’s wear retailers. 
A men’s wear store is a needed segment of a good, efficient, public-serving shop- 
ping center. A men’s wear store is a necessary complement of a revitalized down- 
town. 

The National Association of Retail Clothiers & Furnishers is not only ready 
but anxious to work with your committee and its staff in obtaining information 
and developing the facts leading toward a solution of these problems. 


Mr. Fotry. Mr. Sabbag, please. Mr. Sabbag, Senator Williams 
is taking your statement with him over to the Capitol and shall have 
read it by the time he comes back. We will reserve any lengthy ques- 
tioning of you until he has had an opportunity to come back. 

Mr. Saspsaa. All right, sir. 


STATEMENT OF WILLIAM SABBAG, ECONOMY 5 & 10 STORES, 
JACKSONVILLE, FLA. 


Mr. Saspaa. Actually that is not a statement in itself. I am a 
little unaccustomed to this sort of thing. Out of the clear blue sky, 
with a little indignation at being refused another shopping center, I 
took it upon myself April 7 to write the Small Business Committee 
a letter telling them about the troubles we were having. 

Mr. Fotry. Would you identify yourself, please, for the record. 

Mr. Saspac. William Sabbag, Economy 5 & 10 Stores of Jack- 
sonville, Fla. 

You more or less have to lead me in this. 

Mr. Purnam. It has been reported that there is good material in 
your April 7 letter which is not in your April 24 letter..4| Why don’t 
you read what you have in your April 7 letter. 

Mr. Saspac. On April 7 I wrote the Small Business Committee 
making the statement that—— 

We are squeezed out of big shopping centers and need your help. Our com- 
pany is a locally owned chain of six variety stores and has operated success- 
fully in Jacksonville for 25 years in direct competition with national variety 
chains. Our present volume of business is $525,000, with a net worth of $302,- 


000, under the ownership of three partners, who have worked full time for 25 
years building this business. 


Is it necessary to read all this? 





44 See exhibits 3 and 4, pp. 65, 66, for letters referred to. 
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Mr. Purnam. I don’t think I heard of this before. We would like 
to hear what your point of view is, so I suggest you read it slowly to 
us. 

Mr. Sapsac [reading] : 


It is our firm belief that properly developed shopping centers are the answer 
to a public demand that shopping be made convenient. We are further con- 
vinced that local merchants must operate in the centers if they are to survive. 

However, now that Jacksonville is experiencing a period of dynamic growth 
it should offer us a chance to grow with our community, such an opportunity 
is being denied to us. The reason for this is that developers, local and out of 
town, are leasing only to national variety chains, some of whom have never 
operated in this area before. Furthermore we are told by the developers that 
these leases contain no competition clauses that effectively bar us from opening 
stories in these centers in the future. 

We would like to emphasize that we are not turned down because we are un- 
able or unwilling to pay as much rent as a national chain. Even though we 
may offer more rent, our offer is not considered as we are not national, and 
because of this are not acceptable to the organizations who provide the financing 
for such projects. 

To date, we have been denied the opportunity of locating in six Jacksonville 
shopping centers, four of which are now operating, two more are under con- 
struction and two proposed. 

I might point out here that I have copies of letters where I have made these 
applications. I am not just making the statement in the letter. 


Mr. Fotry. Do you have a reply? 

Mr. Saspac. Always by telephone. 

Mr. Forry. But is there anything by letter ? 

Mr. Saspac. When I knew I was coming here I called one of the 
agents who was a good friend of mine, Simpson R. Walker, Jr. who 
has developed three of these centers in Jacksonville. Mr. Walker 
gave me a statement in the form of a letter to me to bring with me. 

I also called my real estate agent whom I had engaged after our 
failure to make headway to tell me why he didn’t succeed. Mr. Langs- 
ton, my agent, also gave me a letter to bring with me. 

Mr. Purnam. Did these men give you permission to have these 
letters go into the record ? 

Mr. Sassac. Mr. Walker drafted two letters actually. He is try- 
ing to be helpful. One was a specific letter de aling with specific 
items. This letter that I have is a general letter. He asked permis- 
sion of the owners of the property through their attorneys about 
which one he could give me to bring here and he gave me the general 
letter instead of the specific letter ‘and gave me two copies to bring 
along if they are needed. 

Mr. Forry. Could I see what you are referring to, sir? 

Mr. Sappac. Yes, I did not ask Mr. Langston if I could use his 
letter. He knew I was coming. He knew the intent of the letter. 

Mr. Fo.try. You may continue. 

Mr. Sansa (reading) : 

To date, we have been denied the opportunity of locating in six Jackson- 
ville shopping centers, four of which are now operating, two more are under 
construction and two proposed. 

We would like also to point out the strategic locations of these new shopping 
eenters are causing existing stores in old established locations to close their 
doors because of the lack of customers. 

In our area the available locations for shopping centers will soon be taken up 
and the small businessman will be frozen out for good. 


This is naturally a very serious matter to us, and we think it should be an 
equally serious matter to our legislators. We do not believe that the con- 
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centration of all business into the hands of a few large corporations is a healthy 
goal for our country. 

Time is of essence and it is our hope that the Small Business Committee will 
recognize the dangers of this trend and propose suitable remedies without delay. 

Mr. Fotey. You have mentioned that you have been in the variety 
store business for over 25 years. Is that correct ? 

Mr. Saspac. In Jacksonville, Fla. 

Mr. Foury. Have there been national chain variety stores in Jack- 
sonville during that period of time? 

Mr. Sapssac. F. W. Woolworth has had three stores during that 
period of time, two of which they opened in competition with me over 
the period of time. 

Mr. Fotry. How far away from them are you ? 

Mr. Sappac. Two of their locations are right across the street where 
they are in competition with two of my stores. 

Mr. Forey. Have you been able to compete all right with them? 

Mr. Sappac. Yes, sir. 

Mr. Fotry. How many stores do you have in Jacksonville, did you 
say ? 

Mr. Sappwac. Six. 

Mr. Fotry. You have six variety stores within the market area of 
wcksonville ? 

Mr. Saprac. Yes. 

Mr. Fotry. How large is Jacksonville? 

Mr. Saspac. Well, it is a rather hard question to answer at this point 
because most of the city dwellers have been moving into the suburbs. 
I would say 350,000 in the city itself. 

Mr. Fotey. Could you give me some idea, sir, when you opened these 
various stores? The first one was about 25 years ago. And how long 
later was the second store and the third up to the sixth store opened ¢ 

Mr. Saspac. About 4 years later we opened the second store. About 
5 years later the third store. 

Mr. he EY. That was 5 years after the second store ? 

Mr. Sanpac. Yes. And about a vear after the third one the fourth 
store. “The fifth and sixth stores in these past 5 years in so-called 
shopping centers. 

You see, we talk about shopping centers. We need to talk about 
square footage too because there have been some developments of so- 
called shopping centers not exceeding 30,000 square feet. And those 
sized centers, I was able to get into two of them. 

Mr. Fo.try. They are less than 30,000 square feet ? 

Mr. Sappac. 35,000 or on down. In those centers the national 
chains are not interested because they are not large enough. We were 
able to get in two of those in the last 5 years. 

Mr. Fou EY. What other types of stores are in those two centers? 

Mr. Saspac. Drugstore, hardware, a single grocery store, in both 
cases an A. & P., local dress shop, pickup launderette. 

Mr. Forry. Where is the developer of those centers? Is he in 
Jacksonville? 

Mr. Sappac. Those two centers—one is Mr. Walker, and the other 
isa local builder in Jacksonville. 

Mr. Forry. Do you know who did the financing for those two 
smaller centers ? 

Mr. Saspac. No, I do not. 
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Mr. Fotey. You don’t know whether it was an insurance company 
or a local bank ? 

Mr. Sappac. No. 

Mr. Fotry. Did you have any difficulty in getting into those two 
centers ? 

Mr. Sapspae. In those two centers they are anxious to have me, 
They couldn’t get any national chains. 

Mr. Forry. But you made application to get into four shopping 
centers of the larger type, is that it? 

Mr. Sappac. That is it. When they get into a 100,000 square-foot 
area I don’t havea chance. 

Mr. Fotry. Each of those four has been refused to you / 

Mr. Sappac. That is correct. 

Mr. Foiey. And on each of those four there are at least one and in 
some cases two national chains, variety stores, is that correct ? 

Mr. Saspac. In all four of them there are two. 

Mr. Fotry. Do you belong to any trade association, Mr. Sabbag ? 

Mr. Sansac. The Variety Stores Association. 

Mr. Forry. Isthata national trade association ? 

Mr. Sazpac. I presume so. I think it is national; yes, sir. 

Mr. Fotry. Have you been active at all in an official capacity ? 

Mr. Saspac. No, sir. 

Mr. Fotry. The point I was trying to get at, I was just wondering 
if you had any idea of whether the experience that you have had is 
typical or common of other independent variety store ‘dealers ? 

Mr. Sasrac. In Jacksonville the independents are all complaining 
about the same thing. Outside of Jacksonville, I do not know. 

Mr. Fotry. You mentioned here that you have had some brief 
experience with the possibility of a bonded lease, is that correct? 

Mr. Sappae. Yes, sir. 

Mr. Fotry. What is the background of that ? 

Mr. Saspac. When I failed in direct efforts in securing leases, I 
turned to a real estate agent in Jacksonville and asked him to contact 
the various developers in their proposed shopping centers. Mr. 
Langston ran into the same problem and reported to me his findings, 
and he suggested probably securing a bond that would give us the 
opportunity to secure financing that the developer wanted so that he 
could put up his construction. 

He investigated that and reported back to me that the cost was 
prohibitive and one of the conditions was requiring that we put up 
collateral equal to the amount of the lease, which would just make it 
ridiculous. So we made no headway in that direction, either. 

Mr. Fotry. What argument, if any, do you have against the five 
points raised in your letter of April 24," namely the argument made by 
the developers regarding a preference for national chains? 

The first point is that preference should be given to national chains 
because the financial institution that makes the loans for shopping 
centers prefer leases from national chains. Do you have any comment 
to mene about that ? 

Mr. Sazpac. I am quoting there those five articles that the agents are 
telling me. 


1% See exhibit 4, p. 66. 
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Mr. Forey. I was just wondering if you have any comment to make 
on any one of them. : 

Mr. Saspac. They are keeping me out of business, is the only com- 
ment I can make on it, sir. 

Of course, I have a prime concern in the fact that from a social aspect 
and from an economic aspect, that it appears that it won’t be good for 
the Nation if we all become employees; if all our efforts are concen- 
trated under the direction of a few, for I think we will all suffer. From 
an economic standpoint, I am quite sure that my contributions to the 
city of Jacksonville as a whole far exceed what a national chain can 
do or will do for a community. 

Mr. Fotry. In what way ! 

Mr. Saspac. Personnel activity in the various organizations in the 
city of Jacksonville, the civic organizations, contributions to our 
churches and schools, and things of that nature. 

Mr. Fotry. Is there anything else you would like to add, Mr. Sabbag, 
to your statement here 4 

Mr. Sassag. No, sir; not since you have pointed out to me that prob- 
ably these two letters can be sent back and submitted as part of the 
statement. 

Mr. Fotry. That is right. 

Mr. Saspac. That I would like to do. 

Mr. Fotry. We appreciate your taking this trouble to come up here. 
You have given us some valuable information. I do wish you would 
stay in the hearing room until Senator Williams comes back, because 
he will have some questions to ask you. 

Mr. Sapsaa. My plane does not leave until 7 o’clock tonight. 

(The two letters referred to by Mr. Sabbag earlier in his testimony 
follows:) 

EXHIBIT 3 


LETTER FRoM WILLIAM SABBAG 


Economy 5 & 10 Srores, 
Jacksonville, Fla., April 7, 1959. 
U.S. SENATE, 
Senate Small Business Committee, 
Washington, D.C. 


GENTLEMEN : We are squeezed out of big shopping centers and need your help. 
Our company is a locally owned chain of six variety stores and have operated 
successfully in Jacksonville for 25 years in direct competition with national 
variety chains. Our present volume of business is $525,000 with a net worth 
of $302,000, under the ownership of 3 partners; who have worked full time for 
25 years building this business. 

It is our firm belief that properly developed shopping centers are the answer 
to a public demand that shopping be made convenient. We are further con- 
vinced that local merchants must operate in the centers if they are to survive. 

However, now that Jacksonville is experiencing a period of dynamic growth 
which should offer us a chance to grow with our community, such an opportunity 
is being denied to us. The reason for this is that developers, local and out of 
town, are leasing only to national variety chains, some of whom have never 
operated in this area before. Furthermore we are told by the developers that 
these leases contain “no competition” clauses that effectively bar us from 
opening stores in these centers in the future. 

We would like to emphasize that we are not turned down because we are unable 
or unwilling to pay as much rent as a national chain. Even though we may 
offer more rent, our offer is not considered as we are not “national”, and because 
of this are not acceptable to the organizations who provide the financing for such 
projects. 
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To date, we have been denied the opportunity of locating in six Jacksonville 
shopping centers, four of which are now operating, two more are under construc- 
tion and two proposed. 

We would like also to point out that the strategic locations of these new 
shopping centers are causing existing stores in old established locations to close 
their doors because of the lack of customers. 

In our area the available locations for shopping centers will soon be taken 
up and the small businessman will be frozen out for good. 

This is naturally a very serious matter to us, and we think it should be an 
equally serious matter to our legislators. We do not believe that the concen- 
tration of all business into the hands of a few large corporations is a healthy 
goal for our country. 

Time is of essence and it is our hope that the Small Business Committee 
will recognize the dangers of this trend and propose suitable remedies without 
delay. 

Very truly yours, 
WILLIAM SABBAG. 


EXHIBIT 4 
LETTER FROM WILLIAM SABBAG 


EconoMy 5 & 10 SToREs, 
Jacksonville, Fla., April 24, 1959. 
Hon. JOHN SPaRKMAN, 
Chairman, Senate Small Business Committee, U.S. Senate, Washington, D.C. 


DEAR SENATOR SPARKMAN: This will acknowledge and thank you for your 
April 20 letter and tell you that we appreciate your efforts on this problem. 

It will be very difficult for me to go to Washington. However, I recognize the 
seriousness of the condition and will be there Tuesday, April 28 at 2 p.m., to 
offer my services to the committee. 

During the past 5 years, we have applied for space in the following shopping 
centers, now in operation, without success: 


Mr. Selber, Town and Country Shopping Center: Occupant, Woolworth-Grants. 
Mr. Mason, Cedar Hills Shopping Center: Occupant, Woolworth-Grants. 

T. M. Kirbo, agent, South Gate Plaza : Occupant, Woolworth-Grants. 

Simpson R. Walker, Jr., agent, Arlington Plaza: Occupant, Neisner-Grants. 


In each of these cases, we submitted our application, accompanied by a CPA 
financial statement, 2 to 3 years before the actual opening of the centers. 

In each of these cases, we were told that preference had to be given to national 
chains for these reasons: 

1. The financial institutions that make loans for shopping centers prefer leases 
from national chains. 

2. The financial stability of a national chain over a period of a lease will entail 
less risk than that of an independent. 

3. Leases from national chains are helpful to the developer in securing tenants 
for the service stores and other stores in the center. 

4. A well-known national name will tend to draw more customers to the center 
than a lesser known independent merchant. 

5. A large national chain will tend to desire greater space than the independent 
merchant. 

In each case, we then asked that we be permitted to open a store in competition 
to the preferred chain. Each time we have been denied this opportunity with 
the explanation that the national lease contains a “no competition” clause or 
there is not enough room for more variety stores in the center. 

During the past 2 years, we have applied for space in shopping centers now 
under construction or proposed : 


Mr. John Crabtree, Lakewood Shopping Center: Woolworth or Kress. 
Simpson R. Walker, agent, North Gate Plaza: C. C. Murphy-Grants. 
Stanley Norton, agent, Highlands Shopping Center: Unknown. 
Geo. Tage, agent, Philips Highway Shopping Center: Unknown. 
In each of these cases, we received the same answers. 
I would also like to point out that at present we have a 4,000-square-foot store 
at 43d and Pearl Street in a small center of 37,000 square feet. 
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Under construction, six blocks away, is the North Gate Plaza Center, embrac- 
ing 300,000 square feet. As mentioned previously, we were denied space in this 
center, and now expect it to force us out of business at 48d and Pearl Street. 

To help our cause, we engaged Mr. Carl Langston, rental agent, to secure space 
for us in the proposed Philip’s Highway Center, hoping he could do a better job. 
He did not succeed. However, Mr. Langston suggested to us the possibility. of 
supporting our lease with a bond. He investigated this possibility and learned 
it was not practical as the bonding company required collateral equal to the 
amount of the bond. 

I must acknowledge our inability to secure and supply your committee with 
proof of these facts. Nevertheless, it is a fact that national chains have stores 
in all of the large shopping centers in Jacksonville and we have not, excepting 
one of our stores that opened in a small center that eventually grew into a large 
center. 

If we are prevented from progressing, our future is certainly limited and 
ultimately we see no other alternative than failure. This means approximately 
50 loyal employees, some for over 20 years, will be unemployed and our personal 
gains for over a quarter century will be dissipated. 

This is a serious matter and involves a showdown between the giants and small 
independent merchants. Unless the financial giants and the retail giants are 
willing to give a reputable small successful businessman a chance, perhaps legis- 
lation as could be best developed by your committee would offer suitable relief. 

Sincerely yours, 
WILLIAM SABBAG. 

Mr. Fotry. Mr. Rouse, we know that you are anxious to get back 
to Baltimore, but I do believe that the Senator is extremely anxious 
to listen to you, if somehow or other you could afford to be a little late. 

Mr. Rouse. I will stay around. 

Mr. Foutey. Thank you. 

Mr. Lynn Holmes, would you identify yourself, please ? 


STATEMENT OF LYNN W. HOLMES, SECRETARY, RUSSELL & HOLMES 
CORP., SUFFOLK, VA. 


Mr. Hotes. I am Lynn W. Holmes, secretary of Russell & Holmes 
Shoe Stores in Suffolk, Va. 

First, gentlemen, I prepared a very brief statement here. Suppose 
I read through it and then I will go back and elaborate for the record 
on a few things. 

Mr. Fotry. Would you read just a little louder, Mr. Holmes? 

Mr. Homes. It is generally true that independent retail merchants 
cannot obtain space in shopping centers, due to the fact that lending 
institutions which finance the centers require at least 80 percent of the 
space to be leased to tenants with a triple A rating. Therefore, large 
national chains usually lease around 80 percent of the most desirable 
space. This leaves only small fringe areas suitable for service-type 
stores, namely barbershops, shoe repair shops, dry cleaners, bakeries, 
et ceter a. 

This condition— 

(1) Retards growth of local retail merchants, although they may 
be better merchandisers and operators in general on a local level. 

(2) Deprives shoppers of a complete and diversified selection and 
price range of merchandise in the centers. It is not unusual to find 
a large shopping center with several popular priced shoe stores and 
not a better grade family shoe store in the center featuring nationally 
advertised shoes. This also applies to other soft goods stores. 

(3) Deprives the owners of centers the maximum rent on volume. 
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We operate six better grade stores in the State of Virginia featuring 
nationally advertised shoes for the family. We enjoy a good volume 
in every store and are highly recommended by each of our landlords. 
However, we have found it necessary to have one of our main factory 
suppliers (International Shoe Co.) to guarantee the Jeases on all four 
centers, one in the center which has been in operation for about 1 year 
and three which have been negotiated and will open in the future. 

May I say that Enterprise Shoe Co. is a subsidiary of International 
Shoe Co. 

Enterprise Shoe Co. guarantees the leases on four centers. 

Mr. Forry. As I understand it, Mr. Holmes, you have six stores now 
and you are about to go into four more; is that correct ? 

Mr. Horas. Three mor e, sir. One is already open that I referred 
to in the last paragraph. It has been open about a year. 

Mr. Fotry. So one of the existing six stores you have is already in 
a shopping center ? 

Mr. Hoimes. Ina shopping center which is guaranteed by Shoenter- 

rise, a subsidiary of International Shoe Co. The only way we could 
pees gotten in that center is to have had Shoenterprise guarantee it. 

I will go back to the opening paragraph where I said 80 percent of 
the most desirable space Is leased to tenants with a triple A rating. I 
am referring to regional centers. Of course, when you get down to 
neighbor hood centers or str ip centers, your large national chains will 
not go in them anyway. 

I would like to elaborate a little on the fact that local merchants 
in general are better operators in the shoe business than chains. They 
know, as a rule, the particular demands in the particular locality, 
whereas the chain merchandises pretty much on an overall national 
basis. In addition, your local stores usually train their help closer 
in fitting and handling the customers. 

Mr. Fotey. Mr. Holmes, I am curious to learn about the negotiations 
that led up to this gu: aranteed lease. Could you elaborate on that, 
please? How did that come about? 

Mr. Hoimes. The centers were being developed, and we approached 
the dealers about space in the centers and were told that they would 
have to have triple A ratings which they did not enjoy. 

Shoenterprise, a subsidiary of International Shoe Co., which 
one of our largest suppliers, organized in 1950, to help small mer- 
chants get into shopping centers or certain locations where they were 
unable to get into on their own credit rating. Therefore, in order to 
get into these centers, we contacted the International Shoe Co. and 
were successful in negotiating these leases by them cosigning the 
lease. 

Mr. Fotxy. Are you otherwise an independent operator ? 

Mr. Hotmes. Well, we would like to call ourselves independent 
operators, sir; although we operate six stores, they are all closely con- 
centrated. Four of them are located within 50 miles of eac Fi other. 

Mr. Forry. Are you independent of Shoenterprise Corp. ? 

Mr. Hormes. Yes, sir, all except the one store which I referred to 
opening 1 year ago. "That is with Shoenterprise Corp. The other five 
stores are completely independent. 

Mr. Fotry. What relations do you have with Shoenterprise in the 
one store other than the cosigning on the lease ? 
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Mr. Hormes. Well, in that particular store we borrowed 80 percent 
of the money. We put up 20 and they put up 80. Does that answer 


your question, sir ¢ 


Mr. Foury. Do they participate in management of that store ? 

Mr. Houmes. No, sir; we manage the store and operate the store, 
but we do furnish them with a monthly report, operating report. It 
shows our volume and operation in general. 

Mr. Four. Is that store within the Russell & Holmes Corp. ? 

Mr. Hotmes. That particular store is set up in a separate corpora- 
tion. Otherwise, as you can see, it would have involved our five stores, 
which were already in operation. It is a separate corporation in 
Richmond set up under Shoenterprise. 

Mr. Fotry. Is it expected that Shoenterprise will continue its 80 
percent interest in the business, or will it be paid back ? 

Mr. Hoimes. That will be paid off in a period of 10 years or as fast 
as we can pay it off. 

Mr. Forry. At that time they will not have a capital interest or 
equity in your business. 

Mr. Homes. Let me clarify that. It is actually not a capital in- 
terest. Wegavethem our note forit. Itisaloan. 

Mr. Fotry. You only have a loan arrangement ? 

Mr. Hotmes. A loan arrangement. I should have clarified that. 
We pay them interest and they have our note, and we have already 
curtailed $5,000 out of the first § months’ operation. 

Mr. Forry. So actually you are completely independent so far as 
the equity goes ¢ 

Mr. Houtmrs. That is correct; yes, sir. 

Mr. Purnam. Mr. Holmes, do you buy all your shoes from Inter- 
national ? 

Mr. Houtmes. No, sir. We buy, I would say, from 20 to 30 percent 
outside shoes. It is generally ‘agreed, not in writing or anything, 
in return for signing the lease that we will buy as many shoes from 
them as we can possibly buy, or that would fit into the operation. 

Mr. Purnam. Do you have that clause in the contract with you ? 

Mr. Hotmes. No,sir. It is not in the contract at all. 

Mr. Purnam. Nothing in writing? 

Mr. Hotmes. Nothing in writing; no, sir. 

Mr. Purnam. What was the verbal under standing. 

Mr. Hotmrs. The verbal understanding is that we do buy as many 
shoes from International Shoe Co. as will fit into our operation. In 
other words, we buy our basic stock, let us put it that way. 

Mr. Purnam. What percentage did you buy before the lease was 
guaranteed ¢ 

Mr. Hotmes. It was a new lease, sir. Before that, in our other 
stores, we were probably buying 60 or 70 percent: 

Mr. Purnam. What’ percent are you buying now after your lease 
was guaranteed ¢ 

Mr. Hours. Now this is a separate operation. The five stores 
we were operating before that, before we went into Shoenterprise, 
we were probably buying 65 or 70 percent. 

Mr. Purnam. Let us talk only about the leases which are now 
guaranteed. Did you say four leases? 

Mr. Hotmes. One of them only in operation. That was a new store 
that opened in March 1958. 
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Mr. Purnam. How many stores now have guaranteed leases ?/ 

Mr. Houmes. One in operation, but we have three signed to come 
up in the future. 

Mr. Purnam. I see. So you haven’t gotten much experience on the 
percentage that you buy from International ‘ 

Mr. Hotmes. One year’s experience in the one store. 

Mr. Purnam. And has it changed any ? 

Mr. Hormes. Not since we started. We started off with around 
75 or 80 percent of International shoes. It has continued just about on 
that basis. 

Mr. Purnam. Isn’t it true that you are somewhat less of an inde- 
pendent businessman than you were before four of your leases were 
guaranteed by International ? 

Mr. Hormes. It binds you a little, yes, sir. I will have to admit 
it binds you some morally. There is nothing in writing whatsoever, 
but morally it binds you, because if someone has signed the lease for 
you, of course we pay interest on the money we use, but its some- 
what binds you morally. 

Mr. Purnam. You pay interest to whom ? 

Mr. Hoxmes. To International Shoe Co., on the money that we bor- 
rowed. 

Mr. Purnam. You are talking about two things. We are talking 
about a guaranteed lease, and you are talking about a note. Do you 
pay anything for the guarantee of the lease? 

Mr. Hotmes. Nothing whatsoever. 

Mr. Forry. I have no further questions. I would like to say to 
you, Mr. Holmes, that Senator Williams may want the opportunity 
of asking you some questions. Is there anything else you would like 
tosay? I don’t want to hurry you, sir. 

Mr. Hoimes. Nothing in particular, except to state that this con- 
dition is growing in relation to independent or small merchants which 
we still refer to in getting into centers. I would like to state that I 
bought a store in Suffolk in 1946. Shopping centers were then just 
beginning in a very small way. Our second store was in a shopping 
center, Ward’s Corner, Norfolk, which was the first center of any size 
in that area 

We got in that center without any trouble with only one store, with 
our own assets, which, of course, were small in only one store. After 
11 or 12 years with five or six stores, and with a good operating rec- 
ord, it is impossible to get into a major center without our suppliers 
guaranteeing the lease. That is one point I wanted to bring out, how 
much this thing is growing. 

Mr. Putnam. Do you know of any other shoe companies that 
guarantee leases of their retailers ? 

Mr. Hotmes. I don’t believe there are any others. 

Mr. Purnam. That is the only one that you have heard of ? 

Mr. Hornes. It is the only one I know of. There are some others 
who offer financial help. 

Mr. Pornam. Can you buy shoes cheaper from International than 
you can from companies in Brockton, Mass. 

Mr. Homes. That depends upon the type. I wouldn’t say any 
cheaper; no, sir. Let me clarify this. We deal primarily in nationally 
advertised shoes. Most of the shoes are made in the Kast——— 

Mr. Putnam. Made in the East, you say? 
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Mr. Hotmers. Most of your eastern shoes—— 

Mr. Purnam. Doesn’t International make most of theirs in St. 
Louis ¢ 

Mr. Hotmes. When I referred to the East, I referred to Massa- 
chusetts and up in that area. Most of the International shoes are made 
in what we refer to as the Midwest in the shoe industry. 

Mr. Putnam. Most of International shoes are made in the Mid- 
west, aren’t they / 

Mr. Houtmes. That is correct, in St. Louis. 

Mr. Purnam. What were you saying about the eastern shoes? 

Mr. Hotmes. They are primarily makeup shoes. They make a 
lot of shoes for chainstores out of their own brand. 

Mr. Purnam. Most of the shoes you are selling are midwestern 
shoes ¢ 

Mr. Hotmes. The majority of them; yes, sir. 

Mr. Forry. I have no further questions of Mr. Holmes. 

You may be recalled later, after the Senator has had a chance to 
review this. 

Senator Witiiams. Mr. Rouse, would you come back ? 

Mr. Fotry. I think we ought to explain to the other witnesses that 
Mr. Rouse has made a prior commitment for 5 o’clock in Baltimore. 
We are not trying to slight anybody in giving him preference, but 
this had been previously agreed upon, that he would be heard early 
in the afternoon. He has been very kind to wait this long. 


STATEMENT OF JAMES ROUSE—Resumed 


Mr. Rovusr. Going back to approximately where I was I was trying 
to make the point that I think that the problem that the independent 
retailer faces is not basically the problem of the shopping center. It 
is the revolution in retailing that is occurring in the city. 

The first aspect of this is growth, and the second aspect is the tre- 
mendous change in the technology of transportation which causes 
people to shop entirely differently than they did 10 to 15 years ago. 
This revolution has come about in a remarkably short space of time. 
It has two different effects if you look at the country as a whole. 

In the city the advent of the automobile has tended to cause the de- 
velopment of centers in the suburbs where there is highway access to 
a large tract of land in which there can be a lot of parking. There has 
been a breakdown of retailing. We call it decentralization. I think 
it has meant not so much decentralization but that all the growth in 
retailing has occurred at the edges of the city rather than inside 
where it was already fully developed. 

In outlying areas, rural areas, there has been an almost opposite 
effect. The advent of the automobile and vastly improved highways 
has shortened time distances so that it has meant that people on farms 
and in small towns and villages can go to a major trading center now 
more rapidly than they could. Therefore, there has tended to be a 
consolidation of retailing. We began to see the first expression of this 
in the drying up of the country store 15 or 20 years ago. 

Many of the complaints that you are hearing here from local inde- 
pendent retail druggists and retail grocers are exactly the same com- 

laints that the independent country store owner would have made 
ad he been heard 15 to 20 years ago. 
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We developed a small center down on the Eastern Shore of Mary- 
land in a town called Easton. This isthe county seat. It is the largest 
town in a three-county area. There is no other shopping center, no 
other community in this three- county area large enough to have a 
major presentation of retailing. We were asked by people down there 
to come down and build a center. It also happened to be my home- 
town, so I was interested in doing it, and we did. 

However, when we examined it we said the only way that a shopping 
center can be built here is to build immediately adjacent to the main 
street of the town because what must happen, is not to break down the 
business that is in the community, but to cause this community to be 
able to draw from a larger area. We built a center that doubled the 
amount of retail space in the town in one project, a block and a half 
from the main street of town. We attempted to persuade the local 
merchants that this would not have an adverse effect on them; that 
what we were going to do was increase the total pull of Easton on the 
surrounding area. 

The center has been successful and business in the whole town has 
been lifted. At the same time it had to come from some place. I think 
what has suffered, and what will suffer, are the little towns of 1,000 to 
3,500 people that aren’t large enough to present a full presentation of 
merchandise either in food or drug or variety or shoes or women’s 
apparel. So this has tended to consolidate retailing rather than 
decentralize it. 

Well, the neighborhood druggist and the neighborhood grocer has 
experienced the same kind of thing in a way. There has been a con- 
solidation on a neighborhood basis. Business isn’t done as much at 
the neighborhood store because, so easily, someone can get in an 
automobile and on good roads and highways, go 3, 4, 5 minutes to a 
major retail center where there is the opportunity to shop for a 
variety of merchandise under a variety of circumstances. 

The third thing that has happened to induce the revolution in re- 
tailing is the shortening of hours and the vast increase in wages and 
purchasing power. There have been new shopping habits dev eloped. 
Wives and husbands and children shop together. Most shopping is 
at night now. The busiest times in shopping centers are from 6 to 8 
o'clock at night. The peak hour in shopping centers is 8 p.m. Increas- 
ingly, centers are open 6 nights a week. Most of our centers are. 
Centers are tending to close in the morning. 

This means that more and more, in planned centers, there is an 
emphasis on all types of activities that appeal to families; promo- 
tions, events, activities. Well managed shopping centers today have 
community halls that are free to the people in the c ommunity. 

All of these patterns of making the shopping circumstances fit into 
this new way of life go against the independent merchant who is 
sitting on a street corner somewhere and was doing a neighborhood 
business before. 

Senator Wituiams. That is why they want to get into the shopping 
centers. 

Mr. Rovsr. That is right. 

Now let us look at what happens in the shopping center. We de- 
veloped a center, the largest one in Baltimore, a center called Mon- 
dawmin. It is on the third page here. There are 58 stores in Mon- 
dawmin ; 25 of those stores are chains; 33 of them are locals. 
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Incident: ally this was financed with a $6 million mortgage through a 
life insurance company and met all the tests that we have talked about 
in a shopping center mortgage. 24 of these 33 are loc ‘al ow ner oper- 
ators. ‘This means they may be local chains, they may have 3, 4, 5, 6 
or 10 stores, but they are owners who established their businesses, and 
are still the owner sof them. 

They have expanded largely through shopping center operations; 
stores like the Sillber’s Bakery, Adolph Beauty Parlor, Remington 
Book Store, on down this list. This column is mostly independents 
who have grown because of locations in shopping centers. There 
are 7 of the 33 that we put in business, brandnew, first time. Burdell’s, 
B. & B. Liquors, News Mart, a shoe store and ‘Ac & A. Mending, ete. 
We put them in business. 

I don’t mean to sound like we were their fathers, but this was the 

first place they went into business. They came out of some experience 
in retailing. Of those seven, three now have opened their second store 
someplace. One of these merchants is now opening his fourth store. 

I know that the druggist, the grocer, and the variety store have 
some of the problems that have been described here but it would be a 
great mistake to look upon the shopping center as something that 
isn’t the making of independent merchants. All over the country 
this kind of experience is going on, of independent merchants finding 
an opportunity because of the pedestrian traffic, the concentration of 
purchasing power, created by a well planned shopping center. Such 
a center produces this business opportunity for thousands of inde- 
pendent merchants already in business and who go in business. 

As a matter of fact, in this shopping development business our 
greatest problem is to find the independent merchants. We have this 
problem in Charlotte, N.C., in San Antonio, Tex., and Louisville, 
Ky., and Cincinnati, Ohio, and in Camden, N.J. Now we will not 
have very much trouble in making our key lease deals, but our problem 
will be to find good, well-qualified, strong, independents who can 
come in and help make this the kind of ‘composite merchandising 
situation that it ought to be. 

In this little center in Easton, Md., that I described to you, there 
was a requirement in our supermarket lease that we had to have a 
drugstore. It so happened that the chain drugstore in our part of the 
world is a local, Baltimore chain named Reads. Reads already had a 
store in Easton and therefore was not a candidate. We had to have 
an independent drugstore. We couldn’t find an independent druggist. 
We went to the wholesale suppliers and got them to put us in touch 
with independent druggists who might come into the center. It 
was the major leasing problem we had in that center. We never 
could find one. 

We made a lease with a druggist in the town of Salisbury, 50 miles 
away, who was going to open a second store but he didn’t fulfill his 
lease. 

Eventually, just before the center was opened, we made a deal with 
an ee druggist in Easton to open a second store in the center. 
It has been an enormous success. It was a readymade opportunity 
for an independent druggist. 

Having this difficulty of finding independent merchants is a stand- 
ard problem with shopping center developers. I do not exaggerate 
this. There is no question about it. 
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The stories you have heard of the independent supermarket operator 
and the independent drug operator and the variety store, such as the 
man from Jacksonville who just spoke, I know that their stories are 
valid. I know that their difficulties are real. We are on the other side 
of the fence financing some of these centers. 

Insurance companies cannot finance centers without strong credits 
on some of the leases. It is not that they are being mean or dis: agree- 
able or unpleasant. They cannot approach the financing, « cannot put 
several millions of dollars of policyholders’ money into newly, neces- 
sarily experimental developments, without seeing to it that they are 
assured of getting the policyholders’ money back. 

The gre: test mistakes that were made in shopping centers were in 
the early days before the insurance companies thoroughly understood 
them and didn’t have as rigid rules as they have now. Some shopping 
center developers without the tight discipline that is now imposed by 
insurance companies went ahead and made deals that were uneconomic 
and the centers got built and they didn’t work out very successfully. 

The combination of disciplines that has now unfolded in the shop- 
ping center business is causing a much more responsible development 
than was true 3, 4, 5, 6 years ago. This combination of disciplines 
means that today through the knowledge that has been developed, in- 
surance companies are looking for a good market analysis, a good 
plan, a good leasing program, and a good leasing program quite apart 
from financial responsibility means merchants who have known their 
business and who have proven they know their business by the fact that 
they have been able to operate successfully in store after store and can 
produce. Their financial status must be strong. Then if things don’t 
go too well at first they can tide it over a period of inadequate pro- 
ductivity until they are finally able to get that store off the ground. 
All of these centers don’t succeed from the first day. Some of them 
have long pulls before they begin to be highly productive and 
successful. 

The insurance company must see financial resources on the part of 
key tenants. They don’t say you have to put up a supermarket. You 
have to come up with tenants in the composite in the center that. will 
show the kind of financial responsibility that will pay off the mort- 
gage. Requirements vary from insurance company to insurance com- 
pany. There is no standard cutting of the cloth. 

We have no trouble getting approval of what we call acceptable ten- 
ants, which is the kind of language insurance companies use, strong 
local merchants who may have substantially less than $1 million worth. 

If we can come up with a merchant who has been in business for 25, 
30, 40, 50 years, a family business, they have operated successfully, 
they have a net worth appropriate for the business they are operating 
and the expansion they are making, we can sell that credit to an in- 
surance company. They will agree that that is an acceptable credit. 

Therefore, we would seek to add to the committee’s knowledge not to 
disagree with the fact that there is a problem for independent drug- 
gists and grocery operators—particularly I think of those two who 
have problems. But I would say that first of all look at what the 
problem really stems from. I think it stems from the tremendous 
revolution in retailing. 

Secondly, their problem relates to the fact that they simply do not 
have the financial resources to support long-term credit. If they went 





> Ae Sed 


—_ 








SHOPPING CENTERS—1959 75 


out to build an individual store they would have the same problem. 
This is characteristic of business problems all over the country. 

My firm has a net worth of $250,000. That isnot a great deal. We 
can’t go in and get credit from a bank to make construction loans with 
our builders that will let us compete with building and loan associa- 
tions. I would love to have money available for construction loans. 
We haven’t grown to that point. 

We have been in business 20 years. Perhaps some day we will have 
that kind of credit. But this is a business problem that we all have 
to face. 

The other thing that I think should be given careful attention by 
the committee is the potential impact on the independent merchant 
himself of a program such as this insured lease program, which would 
cause a vast and potentially less responsible increase in shopping 
center development. 

If there is going to be a program unleashed which causes a great 
many new people to be financible credits, then we have taken away 
the thermostat which controls retail expansion. We have released 
some of the pressures that have limited retail expansion. We have 
made people financible who otherwise weren’t. 

We therefore make it easier for people in my business to develop 
shopping centers. We tend to promote the development of more 
shopping centers. 

It may accommodate one independent grocer in a larger store than 
he could otherwise support or one independent druggist, but it may 
also be attacking three, four, or five, or six neighborhood grocers and 
druggists. Everybody is not going to be accommodated in new space. 

The growth of the city, the organization of the city does not demand 
it. There is a real hazard, it seems to me, to the whole pattern of 
retailing to introduce a lack of discipline such as occurred when we 
were rushing to get 608 rental housing built, and when Government 
credit: made it so easy for people to build apartments that apartments 
were built without regard to the normal disciplines that would have 
been expressed in the market. 

There is one other point that is not valid, I think. There has been 
emphasis in some of the testimony I have heard that would indicate 
that some dangerous, sinister advantage is being given chainstores 
by preferred leasing over independents. This is nonsense. 

The lease negotiation between a knowledgeable developer and a 
knowledgeable tenant takes into account whatever the circumstances 
are. And a knowledgeable developer is getting the very best rent 
that he can get. There are many times when the independent mer- 
chant holds an advantage when he is particularly needed in a center. 

We have many times made leases with independent merchants we 
would never have made otherwise. In a center that we built recently 
outside of Baltimore the only “no minimum” lease we have is a chil- 
dren’s shop. We moved a children’s store in because we had no chil- 
dren’s store and we needed one. He came in on a “no minimum” 
basis. We needed a children’s store and he was the man we wanted. 

On the other hand supermarkets in a neighborhood center are a 
major generator of traflic. You need a good supermarket to generate 
the traffic off which the other stores are going to prosper. It may be 
that the supermarket makes a better deal on a minimum than a small 
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store down the street. It will be true that the productivity of that 
supermarket will be greater. Whatever may have happened 3, 4, or 
5 years ago in the development of shopping centers today, as it has 
matured, there are not many cases of the kind Mr. Hayden described 
in that article.*® 

It is less and less characteristic of shopping center development to 
have these uneconomic, subsidized leases. They are the rare excep- 
tion because you just can’t make the equation of rental income— 
mortgage financing—cost and reasonable equity if you have many 
deals like that one. 

Our deals with chain supermarkets have ranged from the lowest 
lease that we have made with a rental of $1.25 a foot up to $2.25 a foot. 

I would rather not disclose names, but we have traded down as 
low as 1 percent and up to 2 percent w ith the same supermarket chain. 
These express the differences in our trading position at a given time. 

But take something such as a shoestore. We get no higher rents 
from a chain shoestore than we get from an independent shoestore if 
we have an independent shoestore in the center. We get no higher 
rents from independent small store operators than we get from chain 
small store operators. ‘The fact is, the largest space users, the variety 
stores, the supermarkets, typically rent at a lower rate. It is larger 
space, it is less expensive to build. The productivity is likely to be 
high and the credit is important. 

Organizations such as Kresge and Murphy’s and Woolworth’s add 
tremendous financial strength to the deal. When they enter a center 
they agree to put their names on a lease for 20 years or more. Here 
are companies who have $50 million or $75 million or $200 million in 

capital. They have studied location more carefully. They are aware 
of the responsibility they are assuming. They add_ tremendous 
strength to the transaction. 

We could never have built the centers we have developed if these 
chains weren’t willing to make that venture. It is a real venture 
when they put their names on a 20-year lease because they mean it. 
They are liable. 

We believe the independent has a problem, but we don’t think it is 
a problem of shopping centers per se. We think there could be more 
danger to the independent himself in the solution to whatever his 
problem is than in the problem as it exists without the solution. 

We would urge that the committee proceed very carefully with 
simple and pat solutions to this problem. 

Senator Witi1ams. Well I think, we can give you that assurance 
that we will go very carefully and will give this thorough considera- 
tion and full exploration. 

I might say you have been most helpful to us in this regard. Per- 
haps if you have a few moments there might be a question or two. 

Mr. Forry. I have several pages of questions here. 

Mr. Rouse. Think about your time, not mine. I am all right. 

Mr. Forry. Do you mind if I suggest a few—perhaps I can cut them 
down. 

Senator Witirams. You go ahead. 





16 See app. I, p. 165. See, also, app. IT. p. 169. 
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Mr. Fotry. Mr. Rouse, you note that 67 percent, I believe, was the 
figure you used of downtown stores in Baltimore are chains, whereas 


only 33 

Mr. Rouse. This was in a 4-block area of downtown. 

Mr. Foury. I appreciate that. And only 3314 percent of the stores 
in the shopping centers are chains. But the shopping center is bring- 
ing together—and this you develop later in your testimony—the shop- 
Ing center is bringing together all of those retail stores that are 
outside that 4-block area. Isn’t that correct ? 

Mr. Rouse. To a no greater extent than those that are in it. 

Mr. Fotry. For instance, barbershops, you would find them more 
frequently outside that area than in it? 

Mr. Rouse. I am not sure. It would be in the same proportion. 

Mr. Fotry. In many of the others, restaurants, for example? 

Mr. Rouse. Not a partic ularly good example. There are lots of 
restaurants downtown in the city. 

Mr. Fotry. But there are many also outside of that 4-block area? 

Mr. Rouse. Surely. 

Mr. Forry. Generally it will be independents that are outside of 
that 4-block area ? 

Mr. Rouse. Well, if you are saying that there are more independent 
merchants in the non-100 percent locations in the marginal locations, 
in the city, of course this is true. However, in the development of a 
new shopping center you hope you are not building a secondary loca- 
tion. You hope you are building a prime location comparable to a 
main street. 

Mr. Forry. Isn’t the location one of the first requisites ? 

Mr. Rovusr. Yes, there are two tightly coupled first requisites in a 
shopping center. One is location, and the other is tenants. A poor 
group of tenants can have a struggle i ina good location. A good group 
of tenants can have a struggle in a poor “location. 

There are many other things also important such as how it is planned 
and how it is leased, and a lot of other things, but tenants and location 
are the twin fundamentals of a shopping center development. 

Mr. Fo.trey. And location has become more important now because 
of this change in retailing methods, in shopping habits, in the auto- 
mobile, and all these things that you mentioned, the growth of the 
suburbs; location is of such extreme importance. As a result is it 
true that even a good chain simply cannot located in a secondary 
location whereas he might have been able to 15 or 20 years ago? 

Mr. Rovsr. No, I think the nature of what makes the good location 
now and what made one 15 or 20 years ago has changed. What made 
a good location 15 or 20 years ago was: Was this a strong subcenter ? 
Is it a transfer point of major transportation lines? But the chain 
was no more willing to go into the fringes of what we call the old 
fashioned subcenter. 

Before there was a shopping center in Baltimore a third of all the 
retailing in department-store-type goods—I am not talking about 
food, shoes. hats, dresses, house furnishings—a third of all of these 
purchases were made outside of downtown in existing subcenters. 
This is a pattern that is more or less typical around the country. 

The idea of concentration of stores outside of downtown is not new 
with the shopping center. What the automobile did was make a 
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different kind of location important. Furthermore, it made many 
important locations possible because there are many more intersec- 
tions of highways than there were major intersections of public trans- 
portation lines. 

So it became more fluid. Location, if anything, has caused the 
proliferation of shopping centers. A lot more locations can become 
acceptable in a metropolitan area today, they are more defendable, 
than they could have been before the automobile became such an im- 
portant element. 

Mr. Fotry. The point I am trying to bring out, to develop here, is 
that because locations are so very ‘Important—and 1 would like to 
have your expression of opinion on this—because locations are so im- 
portant, shopping centers are a necessity for the independent. business- 
man because there is no alternative to an independent who can’t get 
into a shopping center. Is that correct? He can’t compete in a 
secondary location. ‘The independent food dealer, the independent 
druggist, the independent shoe dealer simply cannot compete with a 
dealer in a shopping center if he is in a secondary location. 

Mr. Rouse. Well, no, he can’t. Maybe you are saying the same 
thing I am saying in a different way. There has tended now to be a 
concentration of retailing, and therefore the independent has a more 
dificult time, because retailing has tended to concentrate and the corner 
druggist is having a tougher time. He is having a tougher time right 
where he is. Many corner druggists are having a tougher time. 
Many corner grocery stores are having a tougher time. There has 
been a contraction in the number of indeper ident st ores, independently 
standing stores. A. & P. is closing up independent standing small 
grocery stores. They have exactly the same problem that the loc ally 
owned grocery store has. It is not predominantly a matter of the 
independent merchant versus the chain merchant; it is the type of 
merchandising. The merchandising situation has changed. 

Mr. Fotey. Go ahead. 

Mr. Rouse. You are right. Look at the names on this list.17 You 
say that the independent “merchant has a tougher time getting into a 
shopping center than he had in doing business before there ever was 
a shopping center. I think absolutely the opposite is true. I think 
the shopping center has created for the independent merchant, look- 
ing at it in the broad sense, an enormous opportunity by creating the 
pedestrian traffic on which he has been able to, as a group, prosper. 

A chain supermarket will go out and locate a good highway location. 
Food Fair does. A. & P. does. Most of its stores really aren’t in 
shopping centers. The independent grocer can’t do that. He can’t 
go out and get that kind of a store built for him actually. He can’t 
build it himself. He is not a businessman who has the financial 
capacity to go into that kind of an enterprise. 

Most of the dr ug chains in the country I suspect are those who are 
independent dr uggists who have grown into chain drugstores in their 
locality. Drug Fair’s first store was in Buckingham in 1945. They 
were an independent drugstore. Drug Fair has kept growing, adding 
one store and adding another, and now they area major local drugstore 
chain. It is Read’s in Baltimore. It is Taylor’s in Louisville. It is 
Cunningham’s in Cincinnati. They are all local merchants in a sense. 





7 For charts submitted by Mr. Rouse see exhibit 5, pp. 84-90. 
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They have just prospered. Those who have prospered sufficiently 
and are successful enough can go out and build new drugstores. Other 
independent druggists who have not prospered as much have difficulty 
competing with them. 

Mr. Fotey. We have heard from witnesses today who contrary to 
the statement that they are doing the same thing that country stores 
did 15 years ago who resisted the chains, they have not resisted. Isn’t 
it true that the witnesses who have testified here today are not resisting 
it but are willing and able to become a part of it, but simply are not 
being accepted? We heard the man from Jacksonville, Fla., the va- 
riety man. We heard from a grocery store operator in Oklahoma 
City. They are not trying to resist the chains and are trying to be a 
part of it and are willing and able to do so, but lack the national credit 
rating. 

Mr. Rouse. That is correct. 

Mr. Forry. So it is a little different than comparing them to the 
country-store operators who tried to resist chains. 

Mr. Rouse. I am sure that they had no alternative to accommodate 
themselves to. It was not a matter of one resisting and the other seek- 
ing toconform. This was aslower process then. It wasn’t as visible. 
What was happening wasn’t as apparent. 

But I think that the independent merchant that you are speaking of 
faces no different problem than the independent businessman does in 
many fields in competing with the larger, better capitalized, better 
administered, stronger corporate enterprise. This is a phenomenon of 
our times. There used to be a lot of automobile manufacturers. 
There aren’t any longer. There used to be a lot more banks than there 
are. They have been swallowed. It is almost impossible to start a 
new bank and compete. 

So that the process that you are dealing with is one that isn’t unique 
to druggists and grocers and variety stores. It is a characteristic of 
business. What you are trying to do is to permit a variety store chain 
for example—I hate to talk about the gentleman from Jacksonville 
behind his back—but he is a good example—is the Government jus- 
tified in seeking to find a way to make a man who has successfully built 
a 6-store chain become a 12- or a 20-store chain? Do we get in motion 
an insurance program for example, or whatever it might be, to help 
him to become a larger chain ? 

I am not against it happening, but I am worried about a process 
occurring which seeks to take care of that situation and by doing 
so exposes the independent merchants, who are trying to protect them- 
selves, to hazards greater than the few who are being protected. If 
it produces a wide rampant construction of shopping centers in order 
to find locations for these people, why then I think you will have 
really sown the seeds for a whirlwind. 

Mr. Fortxy. That argument has been developed lately by quite a 
few people and there may be a possibility that an people are trying 
to protect themselves from competition. 

fr. Rouse. Well, is that likely to be true ? 

Mr. Fotxry. This is a competitive system. 

Mr. Rouse. Just think for a minute who has the greatest opportunity 
to benefit. We have 40 people devoted entirely to shopping center 
development. This is our business, to go out and develop shopping 
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centers. Is it natural for us to try to make the business harder for 

ourselves than it ought to be? Wouldn’t it be easier for us to have 

you put the U.S. Government label on leases in order that we can 
make deals ? 

Mr. Foxtry. I can see from a developer’s point of view, but shouldn’t 
the country or the Government be concerned with promoting 
competition ? 

Mr. Rovsr. You certainly wouldn’t find a field in which there is 
any more elaborate competition. 

Mr. Forry. Competition between retailers, yes, but how about com- 
petition between developments ? 

Mr. Rovusr. Look at it. Here is one city. It took a lot of people 
to develop those centers. I cant’ think of a more competitive field 
today than in this area. 

I think you are right in looking under the rug for that problem, 
but I don’t think you can find it there. I don’t believe you can find 
self-interest in the position of developers today or insurance com- 
panies today saying “Beware of insurance on leases”. I think the most 
direct and immediate beneficiary of this kind of a pr oposal would be 
the developer and the insurance companies. It would protect the 
insurance companies’ investment. It would make the developer able 
to build more centers. I think the great loser on this kind of a pro- 
gram is going to be the independent merchant, but I don’t think he 
is as knowledgeable. I don’t think he sees the hazards. 

Mr. Forry. I have quite a few other questions. I am not going 
into them because I know that time is a problem. 

I have one last point. You say the percentages of chains are really 
not too low. 

Mr. Rovse. Itisnot bychain. Itis by type of merchant. 

Mr. Forry. I pointed out that we had testimony of two people 
who are also developers, Mr. Atlas and Mr. Farber. Atlas has six 
areas in New York. Leonard Farber is president of the International 
Council of Shopping Centers, New York. While they disagree in 
other matters this is one area in which they agree, ni amely, that the 
large chains in the key areas are frequently driving an uneconomic 
bargain as far as the dev elopers are concerned. It was pointed out 
by Mr. Farber that it isn’t a question of charging the independents 
toomuch. It isthat the chains are being charged too little. 

Mr. Rouse. If that is true there is nobody to blame but Mr. Farber 
and Mr. Atlas. 

Mr. Fotry. These are competent people. 

Mr. Rouse. They are making their own deals. They are sitting 
there across the table with the chains. If they are making uneconomic 
deals with chainstores they are failing to husband their resources as 
well as they should. 

Mr. Fo.try. Let me give one other source here. Mr. Hayden made a 
speech April 7, 1959, to the International Council of Shopping Cen- 
ters.” In this speech he recites a number of mistakes, and he says, 

“A second mistake which is currently being made is in the leasing 
of space at uneconomic rentals. The major department stores, chains 
and independents, are the principal offenders enforcing on developers 
leases which cannot. possibly be economic.’ 


18 See app. II, p. 169. 
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Mr. Rouse. Notice the distinction he is making. If there is a major 
problem in this respect, that is it. It is the major department stores. 
But people are making a mistake to find a demon here. It is a matter 
of trading position. The department stores happen to be in a strong 

osition. You could say they are our natural enemies in this business. 
But the fact is that without the department store this center cannot 
exist at all. This is the typical situation which the department store 
faces. It is coming to a developer. He has acquired a tract of land. 
He has planned a center, but there is no department store to come in 
and be the major traffic generator. If the department store is not 
there there is not going to be any independent merchant or chains 
there because they are not going to be able to lease the space. The 
department store ‘knows that. It is aware that it is essential to the 
center. It is aware of the fact that it 1s going to be by all odds the 
biggest advertiser in the center. That is one reason it is going to gen- 
erate so much traffic. So the department store has chips on its side of 
the table. It is looking for the right kind of a deal. The deal it makes 
is one that ought to be the product of what the developer can best 
afford to pay to get that department store to generate that traffic and 
bring business to those merchants who will sign leases. 

Take a look at the centers where there are major department stores 
and see how well the stores are doing in the center. This is essential 
to the center. There is no doubt they have made hard deals, and no 
doubt developers have made foolish deals with them. 

Mr. Fotery. I will just forego my other comments here. The Sena- 
tor suggests that I should “send my comments to you for your 
observation. 

Mr. Rousse. I would be happy to. 

Mr. Fotry. Perhaps we could include that exchange in the record.’® 

Mr. Rouse. Yes. 

Senator WititAMs. This is done occasionally to expedite proceed- 
ings, if you don’t mind. 

Mr. Purnam. Mr. Rouse, you state that one-third of your 
tenants 

Mr. Rousse. Not my tenants. 

Mr. Purnam. The developments which you have analyzed-—— 

Mr. Rouse. Yes. 

Mr. Purnam. But in that chart *° you have equated as equals one 
Food Fair chainstore with one local toy store. My question is: Isn’t 
the fair test of chain occupancy either the store area devoted to chains 
or the total rents coming from chains, and if that test were applied to 
these developments, w ouldn’t it be nearer the standard 70 percent than 
your 33 percent? 

Mr. Rouse. There is no question that the areas in which the chain- 
stores are dominant are the types of stores that are the largest space 
users. But the two biggest stores in the center that do not have a 
department store are food and variety. Therefore, this would make 
the square footage much higher in relationship to chains and inde- 
pendents than we have shown there. I wasn’t trying to do anything 
but just deal with merchants and units. { 








1° To be supplied and retained in committee files. 
” See exhibit 5, pp. 84-90 
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Mr. Purnam. What would you say would be the fairest test of what 
percentage is a chainstore operation and what is a local operation? 
Wouldn’t percents of rent be best. 

Mr. Rousr. I assume what you were dealing with was independent 
merchants. That is why I did it that way. 

Mr. Purnam. When the dealer goes to the lending institution he 
does not talk in terms of number of tenants. He talks in terms of triple 
A leases and the percentage of money coming it. 

Mr. Rouse. They talk in terms of income. 

There is one analysis that one of our insurance companies gave us, 
They have made 12 shopping center loans in Baltimore through us. 
They made the breakdown between chain and local. Twenty percent 
of the tenants were national tenants, 41 percent of the area was leased 
to national tenants in these 12 centers. They are not centers that we 
developed, but those we financed. Thirty-nine percent of the rent was 
from national tenants, and the composite rent to all national tenants 
was $1.88 a square foot. The composite rent to all local tenants was 
$2.06 a square foot. 

This wraps up into the fact that normally the large space users, 
supermarkets, and variety stores rent for a lower rent than small users 
whether they are chains or independents. 

Mr. Putnam. But the standard premise these witnesses have been 
making today is that approximately 30 percent of the area only is 
available to independents would stand as a general average. 

Mr. Rouse. I would say that is small. I would say that that ex- 
presses the dominance of small centers that are primarily food, variety 
and drug chains, and therefore don’t have many small stores. But 
when you get into the larger centers with 300,000 square feet or more, 
I think that percentage would shift. I don’t think there would be 
anything like that larger percentage = chain space. 

Mr. Fotry. I would just like to make one observation, Senator, and 
then cut it off. 

Have you ever heard of Victor Gruen ? 

Mr. Rouse. He isan architect on one of our centers. 

Mr. Forry. Is he pretty well known and regarded ¢ 

Mr. Rouse. Yes. 

Mr. Fotry. He has made some observations. I think you would be 
quite interested in the observations that he has to make on this entire 
problem, specifically regarding his advocacy of the type of Federal 
lease insurance program. 

Mr. Rouse. Remember, Mr. Gruen is an architect. He is a very 
eminent one. But I can’t think of anyone who would have less know]- 
edge of the leasing arrangement between the developer and a tenant 
and the financial arrangement with an insurance company than Victor. 
It is not his field any more than I would attempt to give you an opinion 
that would have much strength on the design of a building. 

Mr. Forry. But it doesn’t deprive him of a social interest in small 
business ? 

Mr. Rousse. No. But don’t misunderstand this. You can be misled 
into assuming that a program serves a social interest to small business 
that can be very damaging to small business. That is my contention, 
and that is my fear. I think that you are leading into a program 
which will make some independents into chains more quickly than they 
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would otherwise, and you would cause more shopping centers to be 
built. But if you are talking really about small business by and large 
in a city, the thousands of independent merchants, it may benefit 10, 
but it is going to do more damage to 990. You are sincerely pur- 
suing the social interest in small business and yet you may not actu- 
ally serve small business. 

Mr. Forry. Or is it that the damage will be done under our pro- 
posal as mentioned—the damage will be done by more chains than 
fewer than is now the case? 

Mr. Rouse. I think you will make more people chains. 

Mr. Fotry. They will be smaller? 

Mr. Rousg. That is right. 

Mr. Foury. Rather than a few large ones? 

Mr. Rovusr. But the real danger is that you take the natural pressures 
that now tend to control the growth of centers and when you do 
that you have to introduce some other pressures. 

Senator WiiuiaMs. Just one final thing, and I will see if I can make 
this brief. I get the impression from your splendid testimony and 
your practical experience and your philosophy and attitude that if 
you do find an independent operator who on his business record and 
examination of all of his other personal qualifications meets what you 
would say is a high credit risk, you would just as soon have him in 
your shopping center as a triple A? 

Mr. Rouse. We would rather have him. We believe that the inde- 
pendent merchant is an essential merchandiser in the centers. 

Senator Wiii1ams. This would be a druggist or a supermarket 
operator given a high credit rating aside from the million dollar 
triple A net worth ¢ 

Mr. Rouse. That is right. I would also add, and I think this is a 
phenomenon that has occurred—maybe it is because of the type of 
merchandise that is involved, but by and large the best merchandising 
we find is in food and drugstores owned by a chain. Now this is not 
true in women’s apparel. It is not necessarily true in shoes, although 
it is a little more even there. But there is something about food and 
drugstores which deal in small items, moderately priced individually, 
that have been mass produced that lend themselves to the mass mer- 
chandising methods. 

The supermarket power of merchandising of a variety of brands on 
their shelves, of highly promotional, extensive advertising, very low 
profit is what I mean. The food business, you know, operates on a 
profit margin of 2 percent and less gross profit, depending upon his 
volume. They get an enormous productivity per square foot. That 
productivity per square foot means people. Therefore when we go 
into a community to develop a center we are looking for that super- 

market operation that is going to have the greatest appeal to the most 
people and produce the most traffic for that center. Most likely, 
in the food business, it is going to be a major supermarket chain. 

Senator WinitaMs. Most likely. But if you had a man who was 
an independent on one side of your town and wanted to come to your 
shopping center on the other side, you would like to have him? 

Mr. Rouse. If he has a good record and is the kind of fellow you are 
describing, yes. 

Senator WitniAms. Thank you. 
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We will include in the record at this point the exhibit submitted by 
Mr. Rouse. 


EXxuisBit 5 


(Submitted by James W. Rouse, president, James W. Rouse & Co., Inc. 
Baltimore, Md.) 


BALTIMORE METROPOLITAN AREA 
Analysis of shopping center tenancy and sales for the 21 largest centers (those with 


over 70,000 square feet of store space) 
Population: 


SU sc) ek Bo SELL Je .-. 1,051, 908 
1959 eee : ; Ets; =u ce I0R Ga 9, 000 
Increase: 1940 to 1959______- re SAC eee L owed 577, 092 


| Shopping centers 
ae ee ys 

Number | Square feet | Estimated 
| sales 1959 


| 
| 
All centers in Metropolitan Baltimore. AA 40 | 4, 475, 000 


stata Miciaeeli tastes eslincieete $280, 000, 000 
Centers analyzed (70,000 square feet or over) __: 21 | 3, 850,000 | 230, 000, 000 
Total retail sales, shopping center-type penne, Metropolitan | | | 

Baltimore 


Lecsewebetwebe bacnes cbbbbn son oe ---| : ‘ bs -| 1, 450, 000, 000 


| 
| 


Source: Prepared by Community Research & Development, Inc., 14 W. Saratoga St., Baltimore, Md. 
April 1959. 
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We have the cooperation of Mr. McCall from St. Louis. I under- 
stand you are going to be here tomorrow anyway. 

Mr. McCatu. Yes. 

Senator WiuiaMs. It will be most appreciated if we could go over 
until tomorrow at 10 o’clock. We have a lot to do back in the office. 

Thank you very much. 


(Whereupon, at 5 p.m., the subcommittee recessed, to reconvene at 
10a.m., Wednesday, April 29, 1959.) 
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WEDNESDAY, APRIL 29, 1959 


U.S. Senate, 
Tur SUBCOMMITTEE ON RETAILING, 
DIsTRIBUTION, AND Farr Trape PRActIcEs, 
OF THE SELECT COMMITTEE ON SMALL BUsINEss, 
Washington, D.C. 
The subcommittee met, pursuant to recess, at 10:15 a.m., in room 
312, Old Senate Office Building, Senator Harrison A. Williams, Jr. 
(New Jersey), presiding. 
Present : Senators Williams and Saltonstall. 
Also present: Walter B. Stults, staff director; Eugene P. Foley, 
counsel for the subcommittee; and Harold Putnam, counsel. 
Senator Wruu1ams. We will continue our hearings with our first 
witness this morning being Mr. C. D. McCall, regional manager of 
Shoenterprise Corp., St. Louis, Mo. 


STATEMENT OF C. D. McCALL, REGIONAL MANAGER, 
SHOENTERPRISE CORP., ST. LOUIS, MO. 


Mr. McCauu. My name is C. D. McCall, I live in St. Louis, Mo., and 
my occupation is that of a regional manager for Shoenterprise Corp., 
of St. Louis, which is a subsidiary of International Shoe Co. 

I appear at the suggestion of the chairman of this committee that 
I might be able to give information based on my experience on the 
matter of shopping centers and the availability of space in shopping 
centers to small independent merchants, 

The company I represent was formed by International Shoe Co, 
in 1950. Its purpose was to develop outlets for its shoes through inde- 
pendent retail merchants, through men who wanted to go into business 
for themselves but did not have sufficient capital to do so. 

Through Shoenterprise Corp., a competent, qualified man, who 
could find what appeared to be a good location for a retail shoestore 
but did not have enough money of his own could get a capital loan 
with repayments arranged over a 10-year period or less, provided 
he would agree to do business on International Shoe Co. products. 

It is my job to help interested persons find satisfactory locations, to 
help them in their lease negotiations and to help them in their opera- 
tional problems when stores are established. 

I should say that the objective is that the merchant should be the 
one who can build a business of his own and should be able to become 
an independent merchant. 

When Shoenterprise Corp. was formed in 1950 the shopping center 
movement had not really begun. The lease efforts with which we were 
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concerned were in the downtown or neighborhood shopping strip ar 
where space often could be had by ae of edativaly all canted 
strength. 

The shopping center movement changed the desirability of such 
locations and took from them much of the business those located 
in them enjoyed. 

When I speak of shopping centers I mean in particular those large 
organized centers anchored by a major department store with such as 
a drugstore, a variety store, a food market, and miscellaneous specialty 
shops carrying ladies’ wear, men’s wear, shoes, and so forth. 

A thing which immediately stood in the way of a small independent 
was the fact that developers of the centers obtained their financing 
from large moneylending organizations, principally such as insurance 
companies and also others who were in a position to lend on a long- 
term basis. . . 

These lending agencies required as part of their security, the assign- 
ment to them of rents of the tenants, and they required tenants who 
could demonstrate the financial ability to continue for a substantial 

eriod of time. This kept out the small independent. The space 

came available, in principal part only to the bigs—the chainstores, 
the nationally known large operators with well established financial 
ratings. 

‘My company tried to help individuals in whom it had confidence and 
to whom it was willing to make a capital loan but who were not 
acceptable to the financing agencies by guaranteeing the leases, thus 
assuming a risk beyond the advance of money. In doing so it felt 
that it had to have assurance that the store would do business on its 
products, and thus it ran into opposition by the Federal Trade Com- 
mission. My company’s ability to create and sponsor independent 
retail merchants suffered by the Federal Trade Commission’s attitude. 

The indisputable fact is not that independent retail merchants are 
not allowed in shopping centers—it is they cannot get in unless they 
can present a financial status which will make them acceptable as 
security by the _— who supply the money to erect the centers 
and this few cando. When other Government agencies interpret their 
rules in such a manner as to take away the only opportunity such inde- 
pendents have to qualify, they are simply out because they are finan- 
cially too small. 

In my opinion the shopping center development is a matter of 
economic evolution in retailing. Material factors contributing to their 
development are the inclination to live outside of crowded areas, the 
downtown parking problems, the transportation inclinations, and the 
desire of those with large financial capacity to expand. Shopping 
centers are attractive to the shopping public and as I see it the end of 
the development of shopping centers is at a far distance. 

If I were asked for my opinion as to the social and economic con- 
sequences of this practice so far as the small independent storekeepers 
and shopkeepers are concerned I would say that they are being moved 
out by the force of a competitor atmosphere in which large financial 
power issoimportant. Specialty shopscan survive. Those in general 
merchandise and the regular consumer products—clothing, shoes, 
ready-to-wear, dry goods, drugs, and foods are in for a rough time. 

In my opinion legislation cannot cure the problem, if it is in fact a 


problem. 
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The public likes the shopping center idea. Whether they profit by it 
or not is not the question. They accept it as something they want to 
support as evidenced by the thousands who regularly flock to the 
thousands of centers in the United States. 

One thing might be done. The rules of Federal Trade Commission 
and the laws under which it operates could be adjusted so as to enable 
small independent merchants to get financial backing which will make 
it possible to get in. 

hese are my opinions. I will not venture into that broad field of 
economics which goes into the general “bigness” problems, but will 
leave that for someone more qualified than I am. 

Senator Witt1ams. Thank you very much, Mr. McCall. 

Mr. Foley, do you have any questions ? 

Mr. Fouey. I was just wondering, Mr. McCall, you are the regional 
manager. 

Mr. McCatt. I am regional manager. I negotiate leases. 

Mr. Fotry. What region do you have? 

Mr. McCatt. I have the Northeast. 

Mr. Fotry. How long have you been in that area? 

Mr. McCatt. About 21% years. 

Mr. Fotey. Were you in some other area before ? 

Mr. McCatt. Before we broke the operations down into regions, I 
had worked all over the United States. Specifically now, of course, 
as far as operational problems are concerned I am in the Northeast. 

Mr. Fotry. You heard Mr. Holmes yesterday, I believe, did you 
not, state that he had difficulty getting into a shopping center. 

Mr. McCatu. Right. 

Mr. Fotry. Do you know of any other instances in which a shoe 
man has had difficulty in getting into a shopping center ? 

Mr. McCatu. Yes, indeed. 

Mr. Fotey. Could you tell us of some instances? 

Mr. McCauu. Usually, they come to us when they cannot negotiate 
a lease on their financial statement. And naturally, we hear more of 
that than we do of those who do not find it necessary. 

Mr. Forry. Could you give some estimate as to the number and, 
also, as to the geographical distribution of these ? 

: ase Tot don’t believe Ican. Itis generally widespread, 
think. 

Mr. Fotry. Would it be more than 50 or less than 50? 

Mr. McCatu. It would be more than 50. 

Mr. Forry. I do not want to go into too much of the detail of the 
private operations of your company, because that is not the sco 
of these hearings, and if you feel that I am doing that, why I would 
appreciate your so advising me, because I do not feel that our responsi- 
bility is to do that. But generally, would you tell us about the 
people that have come to you with the complaint that they cannot get 
into a shopping center—what has your company done with respect to 
that? How many of those who have made complaints has your com- 
pany undertaken the arrangement that you describe in your 
statement ? 

Mr. McCatt. No. 1, the man is screened very carefully on his back- 
ground, his experience in the retail field. Then the location of the 
area surrounding the site of the proposed center is checked. 
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After that has been approved or disapproved—assuming it has been 
approved, then we take the lease, and take it in his name with the 
privilege of assigning it to the corporation which is to be formed. 
And we guarantee that lease. It might be for 10 years; it might be 
for 15 years. We do not extend it over a 15-year period. We try to 
gear the guarantee to the loan, which is for 10 years. Naturally, we 
prefer a 10-year lease. And in many cases, these gentlemen have 
paid off their loans—some have paid them in 2 years—some in 5 
years—some it will take 10 years. 

Mr. Forry. Do I understand you to say that your company has 
underwritten more than 50 of the shoemen. 

Mr. McCatu. No, I am sorry, I misunderstood you. About 600— 
appr ximately 600. 

' Mr. Forry. In shopping centers? 

Mr. McCatu. Yes, that is correct. Throughout the country. 

Mr. Fotry. And each one of these would not have been able to do 
this without your guarantee? 

Mr. McCatt. They would not have been. 

Mr. Fo.try. They were not acceptable ? 

Mr. McCatt. They would not have been acceptable. That is cor- 
rect. Excuse.me. Actually now, a portion of those would not be 
shopping centers, but by and large, I would say 75 percent of that 
number in the shopping centers. 

__Mr. Sruuts. These have been independent shoe dealers before, 
when they come to you? 

Mr. McCatu. No, not necessarily. 

Mr. Srutts. They operated exclusively with International Shoes? 

Mr. McCatu. Not necessarily. Many of our men come from chain 
organizations where they have been very successful in handling an 
operation for 10 or 15 years and although they may not have the 
merchandising and buying background, we have supervision of these 
stores, to assist these men. So it is quite difficult to find the man from 
an independent today. So they must come from chain organizations. 
Asa rule they do. © . 
~ Mr. Stotrs. You set them up as a partner of the International chain 
rather than as independent chains. 

Mr. McCatt. No, they are set up as independent. 

Mr. Struts. Do they handle all of your merchandise ? 

Mr. McCatu. They do, if you remember my statement. 

_. Mr. Sruurs. Your statement says—— 

Mr. McCatu. We feel—and although it is not enforced—that he 
agrees, in other words, when we make the investment, we guarantee 
the lease, that he purchases our merchandise 100 percent. For years 
it has been on that basis. However, we changed that, which is now 
acceptable to the Federal Trade Commission, that he shall stock our 
shoes in a representative manner, although the rule was never enforced 
throughout the years. 

Mr. Sruurs. In practice, when they stock your shoes in a repre- 
sentative manner. does that mean that they handle all competing lines? 

Mr. McCatu. Theycan. Yes, indeed. : 

., Mr, Stuurs: Do they? Of the 600, do you think most of them or 
some of them handle competing lines? 

Mr. McCatt. I would say 60 percent of them or, possibly, more have 
other lines. We do not restrict a man even though we have the 100 
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percent clause in this gentleman’s agreement. They are perfectly 
open to buy anything, higher priced merchandise or lower priced mer- 
chatidise, paythitie they needed which we did not manufacture. And 
we have never restricted them regardless of what the agreement says. 
The agreement can be canceled out by either ny 5 

Mr. Stutts, These are complementary rather than competing ? 

Mr. McCatx. That is right. However, now since this change we 
had to make in the agreement, we are having some difficulty in com- 
peting lines being put in the stores which, of course, is not conducive 
to our manufacturing shoes for the stores.. We lost some of their 
business. 

Mr. Sruuts. If too many people do that you are not going to look 
with favor on their further applications for help to get into other 
centers. 

Mr. McCatt. It is a serious problem actually right now on how far 
wecan go. In other words, say, for example, that the equity capital, 
we will say, is $10,000. We loan the corporation $40,000. And the 
corporation is formed. We loan the corporation $40,000. We guar- 
antee the lease. But we have quite a stake, an investment in this busi- 
ness. Naturally, we think it is right that we should have distribution 
inthat store. It is our only way of getting distribution because we are 
not in the chainstore business as such. 

Mr. Struts. Presumably, however, if the man, even though he 
stocks, it could be competing lines and in that entire time you would 
guarantee his lease. 

Mr. McCatt. That is correct. 

Mr. Stouts. And during the time you had capital in his business he 


‘could be doing maybe 5 or 10 percent of his gross in your shoes. 


Mr. McCati, It has happened. 

Mr: Srutts. That isall. Thank you. 

Mr. Fotry. Has your company participated in the management of 
these stores? 

Mr. McCatu. We have district supervisors who call on these stores. 
We furnish merchandising assistance, and buying assistance, if they 
need it. And we watch the financial status. They have a monthly 
report which we receive.. So we watch the growth or any deteriora- 
tion which might take place. So we are on top of it in 30 days. 

Mr. Forry. If an independent outlet kept up its payments but 
decided not to accept the supervising advice, or otherwise decided not 
to go along with company policy, what, if anything, would the 
company do? 

Mr. McCatt. Frankly, legally nothing. There is nothing we can 
do so long as he is making his payments on our loan and his interest. 

Mr Fortry. Does International Shoe have any company retail 
stores ? 

Mr. McCatu. I do not know the number. Actually, it is about 80 
or 90, which are stores we had to take over. _ So there are stores that 
were undesirable, let us put it that way. 

Senator WiutraMs.. What name is carried on them ? 

Mr. McCatu. They would be under the individual’s name who 
ee the store originally. Then, of course, the Florsheim firm 
which we own has about 100 stores in that. _We purchased the firm. 
They operate about 100 stores. 
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And we own a few small organizations. But our percentage is very 
low so far as owned stores is concerned for distribution. We have 
to depend upon the independent retailer for our entire distribution. 

Senator Wiu1aMs. Of those stores that you own, Florsheim or 
others, are they in shopping centers or on Main Street ? 

Mr. McCatt. Some of them. Most of them are on Main Street. 

Senator Wiiu14Ms. Are these Florsheim stores able to get into the 
shopping centers ? 

.McCatu. What we do there—usually I have to approve the lease 
for a new shopping center. If I feel that Florsheim should go into 
the center, I will clear it with our Chicago office before. They may 
approve or may not. 

enator Wiii1aMs. I was thinking of approval from the developer 
or the shopping center, the financial interest. 

Mr. McCauu. At times we have had requests that Florsheim shoes 
must be in the center or no lease. We have had that happen. 

Senator Wux1ams. Some of your largest competitors have their 
own shoestores, don’t they ? 

Mr. McCatu. Yes. 

Senator Witt1aMs. They don’t use independents ? 

Mr. McCatu. They sell to independents, but also have their various 
retail outlets which they own. And we have never gone into that 
phase of it. 

Senator Wiu1ams. Do you have any questions? 

Mr. Putnam. Yes. Mr. McCall, what rules of the Federal Trade 
Commission would you like to see changed ? 

Mr. McCatx. Actually, it was due to the change we were forced to 
make in our agreement whereby we changed the agreement where he 
agreed that he would purchase our products 100 percent. As I have 
mentioned before, although we never enforced it, it did tie him to us 
more closely. 

Mr. Purnam. You have no written contracts to that effect now? 

Mr. McCaux. We have what we call a merchant’s service agree- 
ment. 

Mr. Putnam. Is that a written contract ? 

Mr. McCauu. That is a written contract where we a to give 
him 2 percent of his net. settlements providing he spends 4 percent 
of his volume for advertising. That is a refund at the end of the 
year. And we agree to give him supervision, store layouts, architec- 
tural help, and in return he is to purchase our products. 

Mr. Putnam. How does that clause read ? 

Mr. McCauu. We changed that over a year ago, which says that 
he shall stock our shoes in a representative manner. 

Purnam. Isn’t it a fact that before, it required him to take 
100 percent of your products and under this gentleman’s agreement 
he is to take about 80 percent of your products ? 

Mr. McCatt. Today there is no percentage mentioned other than 
the fact that he agrees to stock our shoes in a representative manner. 
There is no percen mentioned. 

Mr. Putnam. Isn’t it a fair comment that in return for the loan 
he receives from your company and the guaranteed lease, there is 
some loss to the independent—— 

Mr. McCatu. Actually, we do not feel that way, because it is his 
operation. He owns the business. He owns the equity. 
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Mr. Purnam. In not having the right to choose his merchandise? 

Mr. McCatu. Today he has. 

Mr. Putnam. In practice, has he? 

Mr. McCatt. Naturally, with our investment we would expect 
him to purchase his main requirements from our company ; otherwise 
our plan is not workable in putting the man in business. 

r. Purnam. I ask these questions because I know Senator Salton- 
stall will be here very shortly and he is very much concerned because 
the shoe industry, of course, is important in Brockton, Mass. But 
it appears to me now that there are at least 600 shoestores in these 
shopping centers, from which the practice is to exclude all shoes 
except midwestern shoes to the extent of about 80 percent. 

Mr. McCaw. In most of these cases these individual shopping 
centers, we always at first try to negotiate without a guarantee. Very 
rarely are we able to do that. 

Mr. Putnam. Areany other companies guaranteeing leases ? 

Mr. McCatu. To my knowledge, we are the only ones in the United 
States. There may be a few cases that are in existence. 

Mr. Purnam. If we agreed that some type of guaranteed lease is 
necessary to help these merchants, would you concede that this, per- 
haps, ought to ‘be done by a Government agency instead of your 
company ? 

r. McCarty. Let me put it this way, our contingent liability, of 
course, is with us. If we didn’t have it, it would be much better. 

Mr. Purnam. Let me put it another way. Could we maintain a 
true independence of the local shoe merchants by a Government- 
guaranteed program somewhat better than you have done under this 
existing system ? 

Mr. McCatt. I believe it has possibilities. 

Mr. Fotry. Do you know, is there a manufacturer or a supplier 
in any other retail line other than shoes that has a program similar 
to Shoenterprise ? 

Mr. McCatt. Not to my knowledge. 

Mr. Foury. In regard to Florsheim, of course, whether Florsheim 
is going into a center or not depends upon the type of neighborhood, 
is that correct ? 

Mr. McCatu. That is true. If the population growth in the area 
shows or indicates higher income brackets, it is almost a must, if we 
can get the approval. They control that, too. If I get the approval. 
Otherwise I can’t. They may have distribution which to them is 
normal and then we have no further argument. 

Mr. Forry. That is all I have, sir. 

Senator WixuraMs. If that is all, thank you very much. 

Mr. McCatu. Thank you. 

Senator Wiiu1aMs. We will next have as our witness, Clarence B. 
Davis, Retail Variety Store, Albuquerque, N. Mex. 

(No response. ) 

Senator Wimu1aMs. Next is Mr. Frank Underhill, executive direc- 
tor of the Independent Shoeman, Boston, Mass. 

(No response.) 

Senator Wiiu1aMs. Next is Mr. Richard S. Nelson, of the Real 
Estate Research Corp. of Chicago. 

We appreciate your being here and giving your testimony. You 
do not have a prepared statement ? 
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STATEMENT OF RICHARD L. NELSON, PRESIDENT, REAL ESTATE 
RESEARCH CORP., CHICAGO, ILL. 


Mr. Netson. I have no prepared statement. This has to do with 
the relationship between the independent and small chains in the 
retail field, and shopping centers—their ability to get into shopping 
centers, if I understand the nature of this inquiry. 

Senator Wituiams. That is correct. 

Mr. Netson. I would like to emphasize something I am sure the 
committee is familiar with and that is the nature of most leases in 
shopping centers. They consist usually of two parts as to the pay- 
ment of rent. 

The first is the flat monthly rent, which is sometimes called the 
fixed minimum guaranteed rental; second is the overage, which is 
sometimes called a percentage rental and is a percentage of the net 
sales—usually a percentage of net sales over such and such a figure, 
net sales being gross sales, less returns. The returns may be relatively 
a in some mercantile and relatively small, for instance, in the food 
ines. 

The natural interest of the developer is in the overage—is in the 
percentage rent because this is where the candy is. This is where his 
profit comes in a center usually. 

‘But he is, also, interested in two other things. He is interested in 
the credit of his lessee, and he is interested in continuity of manage- 
ment. Many of the very successful independent small chains depend 
principally upon the merchandising ability of a single man and the 
developer may be disturbed about the possibility that this man may 
retire, become ill, or die and that, therefore, his ability to produce 
overage rent, ability of the unit to produce overage, may suddenly 
decline and also the credit of that lessee may suddenly decline. 

He has one other problem. That is, of course, the problem of financ- 
ing, and the organizations that finance shopping centers, the pension 
funds and the insurance companies and so on, have no important inter- 
est in overage because they do not get any additional payment out of 
this. This may go to some extent to the retirement of the mortgage, 
but there is no additional profit to them in any overage, normally. So 
they are peculiarly interested in the credit, in having strong credit in 
the lessees in the center, and in continuity of management. 

They have, also, frequently a longer term interest in the develop- 
ment than the developer does. Many developers, for tax reasons, 
may have in the back of their minds they will dispose of this invest- 
ment in 5 or 7 or 10 years, whereas, normally, the insurance com- 
pany or the other mortgagee may have an interest that is substantially 
onger. So, they have one other thing that worries them very much, 
and that is, the specter of overbuilding. They look at the shopping 
centers that are being built—and, of course, there are always four 
or five times as many proposed, usually, as are built. They go out 
and look at a site on which one is proposed, on which they may give a 
mortgage, and they see a lot of vacant land nearby, and it occurs to 
them there may be a very substantial amount of other shopping 
center developments that may result in overbuilding, and that the 
security for their loan may be substantially watered down and weak- 
ened by overbuilding. 
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So as a result, their tendency is to require that the fixed minimum 

aranteed rentals of triple-A tenants, of tenants of good national 
credit rating, should cover the debt service, that is, the amortization 
of the loan and the interest, real estate taxes, and insurance, as a 
minimum. 

This amounts, usually, in a typical shopping center development, to 
about 70 percent of the total space that must be covered by the 
fixed minimum guarantee rentals of tenants of good national rating. 

This percentage of the national chains which make up this will 
vary somewhat, however. It tends to hover around the 70 percent 
mark because this is the way the. financing works out. _ 

But there is some variation depending upon the existence of very 
strong local independents or very strong local chains, particularly, 
the department stores. Wolfe & Dessaur, department store in Fort 
Wayne, Ind., is a single store with one small additional outlet aside 
from their main store. This is by no means a national chain, but it 
has a triple-A credit rating and would be substantially as easy to 
finance as a national chain would be. 

And in the department store field and in fashion goods there are in 
existence small—what you might call independent or local chains 
who are as easy to finance, by and large, as the national chains are. 

Senator Writu1ams. What kind of store? 

Mr. Newson. Fashion stores, dealing in women’s fashion goods, 
which are particularly high priced and high fashioned, which are not 
subject much to national chain development but are subject to very 
strong local development in many communities. Charles A. Stevens 
in Chicago is an example. I. Magnin and Joseph Magnin in Cali- 
fornia are other examples of relatively local types of chains that 
have a strong acceptance because they have a long history of con- 
tinuity of management as well as a good credit rating and a reputa- 
tion of being expert locally in the fashion field. Charles A. Stevens 
has a downtown store, and two relatively small outlying stores. Not 
anational chain by any means. 

Another variable in this 70-30 relationship is the size of the center. 
It tends to be greater, the percentage of national chains tends to be 
greater, in the larger centers. This is because it is easier to borrow 
$500,000 than it is to borrow $10 million. So the requirements tend 
to get a little stiffer in the larger centers. 

Also, the percentage relationship tends to be a little higher in the 
smaller cities. I do not know just exactly why this is except that it 
is perhaps true that the independents that es very strong in large 
cities are strong enough so that they have a national credit rating, 
whereas the independents would be relatively not as strong in a small 
city—might not be as well known. This might be one of the reasons. 

I thumbed very quickly through a group of cards in our office, show- 
ing the relationship between the national or regional chains on the one 
hand, and independents or local chains on the other hand and a varia- 
tion on the square footing of space from the high to the low in the cards 
I thumbed through was 89 percent national chains, and 11 percent 
locals or independent in one center to a 30.6 percent national or re- 
gional chains in another center, and a 69.4 percent of local chains or 
independents. This was the total variation. But the great majority 
of them covered in the area between 65 and 75 percent of national or 
regional chains. 
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So as a result, their tendency is to require that the fixed minimum 
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the department stores. Wolfe & Dessaur, department store in Fort 
Wayne, Ind., is a single store with one small additional outlet aside 
from their main store. This is by no means a national chain, but it 
has a triple-A credit rating and would be substantially as easy to 
finance as a national chain would be. 

And in the department store field and in fashion goods there are in 
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a national chain by any means. 

Another variable in this 70-30 relationship is the size of the center. 
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greater, in the larger centers. This is because it is easier to borrow 
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to get a little stiffer in the larger centers. 

Also, the percentage relationship tends to be a little higher in the 
smaller cities. I do not know just exactly why this is except that it 
is perhaps true that the independents that become very strong in large 
cities are strong enough so that they have a national credit rating, 
whereas the independents would be relatively not as strong in a small 
city—might not be as well known. This might be one of the reasons. 
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Mr. Stunts. That is on the basis of floor space ? 

Mr. Netson. On the basis of floor space. On the basis of number 
of tenants, it would be very different because most of the independents 
and locals represent smaller units and all kinds of bakery shops and 
gift shops, that take up very small space and would increase the pro- 
portionate number of tenants, as compared to the total floor space. 

The net effect of this in our experience is that it is particularly diffi- 
cult for new small chains or new local chains—acknowledged inde- 
pendents—to get into shopping centers. Those who are topnotch 
merchants but who have not had a long continuity of management, 
indicated continuity of management, like some of those that have 
shown experience over a long period of time have the most difficulty. 
I think newness to some extent is as important as smallness in making 
it difficult. 

I think that our experience is that there is a tendency for the small 
chains and the independents to be in smaller centers or poorer centers. 
This is a natural result. 

One of the effects of this, also, is that this preference for credit rat- 
ing and continuity of management of the national chain acts somewhat 
as a brake on the development of new shopping centers. This is one 
of the very important brakes. Developers are naturally optimistic. 
You would not go into a development unless you are naturally an 
optimistic type of person. But the attitude of the lending agencies, 
of course, is much more conservative—perhaps, a more pessimistic 
point of view—and they act as a brake, in greater part through this 
requirement that the national chains’ tenants with triple-A rating be 
taken in. 

One very interesting factor that we run into is that the requirement 
of this credit rating involving the minimum guaranteed rental, also, 
tends somewhat to distort the competitive alinement or the alinement 
of compatible tenants in a shopping center. For example, a large 
percentage of the shopping centers are overstored in the food line, and 
the reason is because the food markets occupy large areas of floor space 
and therefore it becomes easier to finance the shopping center if you 
can put in two large food markets, even though the need in the area 
is for something less than that. And better competitive alinement or 
compatible alinement in the center will only call for one large good 
market or two smaller ones. Developers tend to “push” the tenants 
who occupy large floor areas as related particularly to national chains. 
This hurts particularly those local and independents who are big 
space users. It is more difficult for them than it is for the small space 
users. 

There is, also, some difference in rent charged to independent mer- 
chants and the smal] chains as opposed to the large national or 
regional chain. Rentals are more affected by the type of merchandise 
that is sold and by the amount of markup that is involved. And by 
the size of the space that is taken. But there is a tendency for small 
tenants, merchants, local merchants, independent merchants to pay a 
little higher minimum guaranteed rental or a little higher percentage 
rental. , 

My company is a professional organization that is in the business 
of studying shopping centers, among other types of real estate invest- 
ments. I would guess that we have studied more than 500 over the last 
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10 years as well as several thousand retail situations since we have 
been in business, since 1931. 

Senator WituiaMs. Who are your clients, not in names, but the 
nature of them ? 

Mr. Netson. In the retail field in the study of shopping centers, they 
include the developers, I would say, oh, maybe 40 percent of our 
clients are developers. About 40 percent, perhaps, are retail mer- 
chants of which I would say at least three-quarters are department 
stores or national chains. About 20 percent are financial institutions 
that are contemplating a mortgage on a shopping center. We not 
only do the original market study, but we consult during the le: ising 
program and the management of the operation after the shopping 
center is already in existence, 

I have three somewhat technical suggestions that I would like to 
make to the committee with your permission. If there is an assist- 
ance program or guarantee of lease program, I think one thing that is 
very important to look at carefully is the definition of small business 
in the retail field, A small business in the retail field is not gaged only 
by the total sales which they make, but is affected very substantially 
by the amount of markup which they can take on their merchandise, 
and, therefore, by their gross profit. A food market doing a million 
dollars a year, we will say, with as little as 8 percent markup, which 
is not unusual, would be truly a small business in the sense that he 
would have only $80,000 difference between the cost of his mer- 
chandise and the amount that he sells it for, to pay his rent, contents 
insurance, if le has that, to pay his salaries, to pay for his advertis- 
ing, and for whatever profit that would accrue to him. 

Whereas, the other extreme for example, a jewelry store that might 
have as much as a 40 percent markup that was doing a million dollars 
would have a gross profit of $400,000 and would be a much larger bus- 
iness than a food market with the same total sales. 

So I think that markup and hence gross profit is something that has 
to be contemplated in the definition of small business as well as the 
total amount of sales. 

Secondly, it is a fact that there have been a larger number of ap- 
parent failures and declines in business in independents which had a 
strong personality at the head of the business, who was a very effective 
merchandiser. When he retired or something happened to him, the 
business has gone down very substantially. This is a relatively com- 
mon occurrence as I am sure you know. 

I think that there should be some requirement that the independent 
or small chain develop some plan for continuity of management in 
the event something should happen to the single person who was the 
sparkplug behind it. Just what form this w ould take, I would not 
know, but I think that he should be required to produce at least some 
plan for continuity in case something should happen to him. 

A third suggestion I’d like to make is this: If there is some sort of 
a guarantee program, there are bound to be two effects from it. One 
is to increase the relative proportion of independents and small chains 
in most shopping centers. 

A second effect, very clearly, would be to increase the number of 
shopping centers. I think it would tend to increase somewhat the 
danger of overbuilding in certain areas. Therefore, I would strongly 








104 SHOPPING CENTERS—1959 


recommend to the committee that any legislation involving a guarantee 
program carry with it some requirement that there be some sort of 
thorough study and analysis of the need for new retail facilities in 
any area in which there is contemplated a guarantee of a lease. 

hank you. That is all I have tosay. 

Senator WituraMs. Any precedent for this last suggestion in any 
of the housing programs ? 

Mr. Netson. FHA does very substantial market analysis in con- 
nection with, particularly, rental projects before they will insure a 
loan. Some of it is done by market analysts on their own staff and 
in very large projects they employ outside market analysts as well. 
Whether this is a matter of legislation or policy in the FHA, I do not 
recall the Housing Act well enough to know. 

Senator Wiiu1aMs. Have you heard any discussion in your industry 
of private insurance being made available to insure leases? 

Mr. Netson. I know of none. I know there are isolated instances 
in which manufacturers guarantee leases, but to my knowledge this 
is not prevalent. 

Senator Witu1aMs. I wondered if there was any discussion of the 
possibility. 

Mr. Netson. If there is, I have not heard it, sir. 

Senator WitttaMs. Mr. Stults? 

Mr. Strutts. No questions. 

Senator WiiuraMs. Mr. Foley ? 

Mr. Fotey. Yes. It might be illuminating if you would give a little 
bit of your background. You have already mentioned that you are 
with the Real Estate Research Corp., and what it does. I believe you 
have, also, written extensively in this field. Could you mention books 
and magazines in which some of the articles appear? 

Mr. Netson. I have lectured and written rather extensively in this 
field, and have had articles in all sorts of professional and trade 
journals. The Appraisal Journal of the American Institute of Real 

istate Appraisers, the journal issued by the National Association of 
Retail Grocers, are two that come to my mind. 

I recently had a book entitled “The Selection of Retail Locations” 
which was published by F. W. Dodge Corp. 

Mr. Fotry. Came out in September ? 

Mr. Netson. It came out in December of last year. It has been in 
the bookstores for about 4 or 5 months. And it does touch a little 
on some of the problems discussed here, because this is part of the 
selection problem, location selection problem, both for the retailer 
and the developer. 

Mr. Fotry. acai like to know a little bit more about the financing 
arrangements. What is the typical or average equity contribution of 
the developer? Say that a center is going to be $5 million. 

Mr. Netson. Of course, a large percentage of these developments 
involve syndicated operation in which the landowner, the architect, 
the builder, the developer or renting agent and attorney are grouped 
together and lump their services, and the land, and hope through this 
arrangement to “borrow out.” Very few of them succeed. They 
usually have to come up with some cash. So it is a little difficult to 
assess this. But typically, if they get a substantial valuation on the 
land and if they get adequate valuation on the services, and so on, 
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the mortgage might amount to two-thirds of the total value of the 
project— bales” being what it would be saleable for after it was devel- 
eped. That isa long way around to answer. 

Mr. Forry. Two-thirds is that the kind of a formula that the insur- 
ance companies follow or have been following of late? 

Mr. Netson. Yes, they dislike lending more than two-thirds on 
what they feel would be the appraised value of the property after 
completion. 

Mr. Fotry. Does the one-third then remaining include the services 
of the attorney and the architect ? 

Mr. Netson. Quite frequently (this is not an inevitable situation) 
but a large number of shopping center syndicates who are involved 
in the development contribute services as well as land and usually 
some money. Also, the mortgagee may have a portion of the equity 
as a premium for making the mortgage. This is not unusual, also. 

Mr. Fotry. I would like to have your observations regarding the 
independent merchant in the food retail lines, drug, shoes, women’s 
apparel, dry goods. What is happening to these merchants in shop- 
ping centers. 

Mr. Netson. It is a little hard to answer directly, because the prob- 
lem is not always so much of not being able to get in. It is that they 
are not even considered very seriously. 

Particularly in the food business there are many independents and 
local chains who are very effective merchandisers. They are much 
faster on their feet sometimes than the big national chains and they 
are doing a very effective job. They are less likely to be in shopping 
centers than to be in free standing buildings, which they finance 
through local friends and banks and other Tocel financial sources. 
They only rarely are in shopping centers. The drugstore independent 
is more likely to be in the shopping center, because the developer 
almost always can get at least one large national food chain. But there 
are only a few national or large regional drug chains. So he may 
a fail to get one of the large chain units. So then he may take a 

ocal druggist, particularly one who has a good reputation locally 
and has several stores. 

What were the other two? 

Mr. Forry. Shoes, women’s apparel, and dry goods and variety 
stores. 

Mr. Netson. I would say in shoes, again, in shopping centers that 
are large enough to be concentrated on shoppers’ goods, mercantile 
lines, usually spearheaded by the sehen store—in such shoppin 
centers it is easy to get the larger shoe chains and therefore, a smal 
local shoe merchant is very unlikely to be represented. In a smaller 
center, where they may be largely a convenience center and have some 
children’s wear and one shoe shop, he is more likely to get in. But 
in the large center he is very unlikely because it is easy to get the 
national chain. 

You mentioned apparel—was that the next ? 

Mr. Fotry. Yes. 

Mr. Netson. Well, in the inexpensive apparel, or medium-priced 
apparel, again in large shopping centers, it 1s very easy to get one of 
the large national chains, regional chains, or several of them. So that 
the local merchant is not very likely to be represented, but in high- 
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style, high-fashioned merchandise, he is likely to be very much sought 
chet, as a matter of fact, because this is usually a very difficult store 
to get into a shopping center from the developer’s point of view, and 
there are no national chains in this field. 

Dry goods is a little hard for me to cover, unless you are talking 
about stores that handle general soft goods, of the J. C. Penney type, 
and the various chains like Interstate. There are enough chains in 
the field of medium-priced soft goods generally, so that here again, 
in a large center it would be relatively difficult for a local merchant to 
become represented. 

Mr. Fotey. Would you say in each of these lines there are more 
chains than independents in shopping centers, in each of the lines of 
food, drug, shoes, apparel, and variety ? 

Mr. Netson. You would have to define—you would have to define 
a shopping center. If you include small strip developments of half 
a dozen to 10 stores, I would say that you would find more large chains, 
food stores, than you would locals. I would not think you would find 
more national drugstores, and if in talking about the total number of 
centers you include the small ones. In the field of other merchandise, 
you would be much more likely to find an independent local. It would 
depend on the size of the center. Again, the bigger the center, the less 
likely you would be to find a local or independent. In a very small 
center, you would be more likely to find a local or an independent than 
a national. In speaking of a small center, I am talking about half a 
dozen stores, except in the food line. 

Mr. Fotry. Are you familiar with the magazine, Percentage Leases ? 

Mr. Newson. Yes. 

Mr. Fotey. This edition of 1957. 

Mr. Netson. That is the Institute of Real Estate Brokers. 

Mr. Fotry. Yes. The National Association of Real Estate Boards, 
also. 

Mr. Netson. My company prepared the data for that bulletin for 
the institute. 

Mr. Fotxy. It is mentioned in here that you did. 

This magazine, sir, is it the latest, so far as you know, on percentage 
leases ? 

Mr. Nexson. There are a number of organizations that issue them, 
but to my recollection this is the latest that is issued by this particular 
one. 

Mr. Foxry. Is it considered generally one of the best, sir? 

Mr. Netson. Yes, I think it is one of the best. 

Mr. Foxrzy. In this magazine, we note that in the field of super- 
markets, for instance, 69 leases were entered into altogether. Of 
these, 54 were within shipping centers; of those, 25 were with national 
chains, 16 with regional chains, 13 with local chains, and none with 
independent business. Does that follow your experience? 

Mr. Netson. Yes, I would say that the character of the study would 
tend to have more leases in. larger centers than developed leases in 
small centers. It is much more difficult to get information about 
leases in small centers than in large centers. But if you included the 
small centers that is not too distorted. 

Mr. Forey. Let me say in the variety stores—your magazine here 
has 56 leases altogether, 42 within shopping centers, 30 with national 
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chains, 8 in regional chains, 2 in local chains, and 2 in independent 
business. Does that generally follow your experience, also? 

Mr. Netson. No, I think that would be a little bit—1 mean the pat- 
tern would be about the same, but the emphasis on the national chains 
would be not as great, if you included all of the small strip centers of 
half a dozen stores or so. 

Mr. Fortey. What is the size that you have in mind by the half a 
dozen stores or so ¢ 

Mr. Netson. In what term, square footing ? 

Mr. Fotey. Square footing. 

Mr. Netson. Less than 50,000 square foot of enclosed space. 

Mr. Forry. Talking in terms of more than 50,000 square feet—talk- 
ing in those terms—will you direct your comments to that? I notice 
here in the field of family shoestores, you have 67—36 in shopping 
centers, 25 with national chains, 1 with the regional chains, 3 with local 
chains and 7 with independent business, Does that generally follow 
through ? 

Mr. Netson. Yes, I would say so. 

Mr. Fotey. Women’s apparel stores, 84 leases, 43 in shopping cen- 
ters, 19 in national chains, 5 with regionals, 12 with local chains, and 
7 with independent businessmen. Does that also follow ? 

Mr. Netson. Yes, I would say that the pattern would be right. 
Mr. Fotry. Then one more, sir, before I bore everybody with this. 
I want to establish the authenticity of this for the next witness. 

Mr. Netson. But there is a variation there in women’s apparel as I 
differentiated between medium-priced lines and high-style, high- 
priced lines which does not appear in this study, of course. 

Mr. Fotey. Thank you. Then in drugstores, there were 62 leases, 
48 in shopping centers, 16 with national chains, 10 with regional 
chains, 13 with local chains, and only 9 with independent businesses. 
Does that, also, follow ¢ 

Mr. Netson. Yes. 

Mr. Fotey. Perhaps, you can clear up the discussion we had yester- 
day. What do you have in mind as the distinction between a local chain 
and a regional chain ? 

Mr. Netson. Well, usually the number of stores. Jewel Tea, for 
instance, is a regional chain, though they are concentrated in the 
Chicago area but they have, I don’t know how many stores, but they 
have 60 or 70 stores maybe a great many more; whereas there may be 
an organization like in Cedar Rapids where there is a supermarket 
chain called Me-Too which has, I would guess, three or four stores. 
This is clearly a local chain. In my opinion, so far as I know it is only 
in Cedar Rapids and there is a small enough number of stores so the 
operation is largely dominated by the merchandising ability of a single 
man. This is, also, an important characteristic of a local chain as 
opposed to the regional, which is big enough so they have a diversified 
management and staff. 

Mr. Forry. If the company operated in several States, is it local or 
regional ? 

Mr. Netson. I think a better distinction would be between the 
number of stores. I think that anything less than a half a dozen 
stores represents a smal] chain, that it would not have a national credit 
rating, that would likely be dominated largely by the merchandising 
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ability of a single person; whereas you get upward certainly of 15 
stores, you get an operation that is known nationally and has a more 
diversified management operation. 

Mr. Forey. Is it true, generally, Mr. Nelson, that because of this 
triple-A credit requirement, that the developer probably doesn’t even 
bother with independents, local businessmen, until he gets his 70 
percent of rentals with triple-A tenants? 

Mr. Netson. That is correct. That is why I said that I think 
“couldn’t get in” is not as accurate as “never had a chance,” sometimes. 

Mr. Fotry. Well, finally, do you have any solution for this type 
of problem? Anything that you have considered ? 

Mr. Netson. I understand there is a program under consideration 
which would involve some sort of insurance program, Government 
insurance program on leases. I see nothing wrong with this program, 
but I think there are inherent in it certain dangers, particularly the 
danger of encouraging developers to overbuild in some areas, and I 
would hope that whatever good it would do would be controlled in 
such a way, through adequate market study, so that there wouldn’t 
be this overbuilding. I think this is not now a general rule that we 
have overbuilding, though there are many areas that are already 
overbuilt; whereas, there are others underbuilt and over a period of 
time the number of areas overbuilt will increase. There is the danger 
that this kind of a program would encourage it. I would think if 
adequate enough controls were built in, it would be a good thing. 

Mr. Fortey. Thank you. 

Senator WriuiamMs. That was in response to Mr. Foley’s suggestion 
that this is a problem. The difficulty of an independent getting 
into a shopping center, you haven’t clearly given us your judgment 
of this as a social problem, I don’t believe. Do you see this develop- 
ment asa problem ? 

Mr. Netson. Well, I am not qualified to judge it as a social problem. 

Senator WiitraMs. Social and economic problem. 

Mr. Netson. I do think that there isn’t any doubt but that they 
do have difficulty. 

Senator Williams. I want your judgment as to whether this is 
a problem. 

Mr. Netson. And I do think it does result in some—in not as good 
development in many places as would be there otherwise from the 
standpoint of the community and from the standpoint of the developer, 
as well as from the standpoint of the local businessman. 

Senator Wiiuiams. And from the standpoint of the national econ- 
omy, do you see this as a problem? It is a question of greater con- 
ooo isn’t it, in fewer hands? Do you have any judgment on 
that 

Mr. Netson. It has particularly in those types of operations which 
cannot stand in single buildings like the supermarket can. A super- 


market can be located in a free-standing building in a highway type 
of location. It isn’t impossible for him to get financing for this type 
of construction. But for those types of facilities that must be located 
in a shopping development adjacent to each other, there isn’t any 
doubt this would tend to substantially increase the concentration in 
large chains of development for those kinds of merchandise particu- 
Jarly. Have I answered your question, Senator? 
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Senator Wiiurams. You are stating a fact. I just wondered if 
you had any opinion on this, whether should one means or another be 
encouraged ? 

Mr. Netson. Well, I think that the encouragement of small busi- 
ness is good for the economy as awhole, if that 1s what you want. 

Senator WitxiaMs. I just wanted your opinion. Of course, it has 
been demonstrated in many ways here that it is helpful, and in many 
cases necessary for a developer to get his money from a financial in- 
stitution to come in with a list of nationally known chains. 

Mr. Netson. No doubt about it. 

Senator WiixrAMs. I wonder if there is also another problem for 
the developer. Is it also helpful to him, or necessary in order to get 
a community to accept a shopping center, to be able to show a list of 
prominent national chain names? 

Mr. Netson. No, I wouldn’t say so, Senator. I would say, for in- 
stance, I spoke of this “Me-Too” operation—which means he will 
meet any price that anybody else has—which has greater acceptance 
in Cedar Rapids than any national chain has. In that sense, perhaps 
he is handicapped in getting local acceptance by having a national 
chain sometimes. 

Senator Witu1aMs. I see. Is the development of the shopping 
center as a means of retailing goods, a national phenomena? Does it 
exist in all the States of our country ? 

Mr. Netson. Oh, yes. We have studied shopping centers in some 
46 States. They are developing in other parts of the world, as well. 
We have done a substantial amount of work in Latin American coun- 
tries, for example. 

Senator Writ1AMs. How about Hawaii? 

Mr. Newson. Yes, in the Honolulu area there are a large number 
of shopping centers, and a very large one is now under construction. 
It is called the Ala Moana but it is only a mile and a half from down- 
town Honolulu. They will have a big Sears store and a Japanese 
department store in it. It is a very interesting development. 

Besator WituraMs. Have our national chains that we are all famil- 
iar with, gone out to Hawaii? 

Mr. Netson. Not so much. Sears is there very strongly, but the 
national chains are not prevalent there, particularly in the mercantile 
lines, in the shoestores, and ready-to-wear lines. And the same is 
- of Alaska, incidentally, to a much greater extent than it is in 

awaii. 

Senator Wiitiams. Well, may we get some free advice here now? 
Do you think this is a fruitful area for the development of some of 
our stateside, continental people to go out there. 

Mr. Netson. Where? In Hawaii? 

Senator WitiraMs. Yes. 

Mr. Netson. I am involved in studies in the islands. 

Senator Wru1aMs. I am asking you a professional thing here that 
we should really pay for. 

Mr. Netson. Unless this is important, I would rather not be on 
the record on it. 

Senator WiitiaMs. It is not important to this study, really. 

Mr. Netson. I know this exactly. We have made studies for priv- 
ate clients on this subject. The information I feel belongs to them, 
if possible. 
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Senator WitiiaMs. I certainly agree with you, and I should have 
prefaced the question, if you cared to give it. Well, we certainly have 
gotten a great deal from your testimony. 

Mr. Purnam. Mr. Nelson, I think you would concede a good chain is 
probably entitled to some rent concession because of its role as “traffic 
generator” and also because of its heavy expenditures for advertising. 
Would you say that on top of those concessions, small business has to 
pay a higher rent in addition to those concessions, maybe even a puni- 
tive rent in some cases ? 

Mr. Netson. Well, a national chainstore that was doing no more 
advertising in the community and did not have any more pulling power 
in the community, would be able to get a slightly lower rate than an 
independent or local chain with the equivalent point in every type. 
Does that answer your question ? 

Mr. Purnam. I think you are saying small business is paying a 
higher rent in addition to the concessions to which they might be 
entitled. 

Mr. Nretson. A somewhat higher rent. 

Mr. Purnam. My second question refers to your suggestion that I 
think is very valuable to us in our study. I wonder if we could pin 
down in some greater detail one of our problems. 

A merchant with a triple-A rating has no problem; without a triple- 
A, he does have a problem. ‘The breaking point seems to be a net 
worth of a million dollars. Would you concede that if there is a 
Government problem to aid small business, that it might be limited to 
firms with less than $1 million net worth ? 

Mr. Netson. I would not know that exactly. What little experience 
I have, I would say that a million dollars is a figure that is thought of 
by most people as representing the difference between a good rating 
and a rating that is not quite as good. 

Mr. Putnam. It is clear though, that this is the group that is now 
in some difficulty ? 

Mr. Nexson. Yes, I would say so. 

Mr. Purnam. I believe that is all. Thank you, Mr. Chairman. 

Senator Witu1aMs. I believe that is all. Thank you, again, Mr. 
Nelson. 

The next witness is Dr. Homer Hoyt, president of Homer Hoyt As- 
sociates, Washington, D.C. We are very glad to have you with us 
this morning. You don’t have a prepared statement ? 

Dr. Hoyt. No, I don’t have a prepared statement. 
Senator Wiiuiams. All right, proceed as you will. 





STATEMENT OF DR. HOMER HOYT, PRESIDENT, HOMER HOYT 
ASSOCIATES, WASHINGTON, D.C. 


Dr. Horr. My name is Homer Hoyt. I have been making market 
surveys of the new type of shopping center in this suburb, usually with 
ample free parking, since the beginning of this movement which 
began after World War II]—about 11 years ago since I made the 
first one. 

I made over 250 market surveys. At least 50 of these centers have 
been completed and are in operation. In addition to making market 
surveys, I have given advice as to leasing, and I am familiar with 
leasing programs, also with financing. I have written books. I made 
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a basic study of real estate, “A Hundred Years of Land Drought in 
Chicago,” and am coauthor of a technical book on real estate, “Prin- 
ciples of Real Estate.” I have written for the Urban Land Institute. 
I have prepared articles. I was interested in particular specific stores 
in shopping centers, and in Technical Bulletin No. 30 I helped to 
prepare with others a technical study. We list the actual names of 
stores in leading centers in the United States. 

I think at the outset, talking about shopping centers, I should 
distinguish between the types of centers which I made original classi- 
fication of. There are about 50 large regional centers in the United 
States which have at least one major department store, and usually a 
minimum of 50 acres of land, and 500,000 square feet of building 
area. These centers offer a complete — of fashion goods, de- 
partment stores, men’s and women’s apparel stores, shoestores, and 
also some convenience goods. They have to have several hundred 
thousand people in the trade area to support them. Several hun- 
dred thousand people are required to support a large regional center. 

Senator WinuiaMs. Several hundred thousand ? 

Dr. Hoyt. Yes. 

Senator Wiu11aMms. You say there are 50? 

Dr. Hoyt. Fifty great regional centers, according to the count I 
made. Now at the opposite extreme is the local convenience center 
with a supermarket, drugstore, with cleaners and pressers, a few other 
shops, a Gasbenen store, a purely local venture. Even a local con- 
venience center today, in my opinion, and I have made surveys for 
supermarkets, should have 50,000 square feet. The supermarket to- 
day, to satisfy the customer who wants to find all brands of all things 
in one place, it is now the opinion of leading supermarkets and local 
chains who operate in only one city, that the size should be not less 
than 20,000 square feet, and preferably 30,000 square feet for the 
supermarket alone. 

Senator Wiiu1aMs. That is the food store ? 

Dr. Horr. The food store—then the drugstore and the other stores. 
So the day-to-day items that people buy can be very successfully 
sold in one place. Now, then, in between these types there is the 
community center of several hundred thousand square feet on 20 to 30 
acres in which a junior department store—well, very frequently J. C. 
Penney, or W. T. Grant, or a local chain would be the leading store. 
These centers have local conveniences. They have the supermarket, 
drugstores, hardware stores, many local stores, but they don’t offer 
the complete selection of the big regional center. They have cloth- 
ing, Penney’s, they have the variety store. There is probably of this 
type, which is a type which has 25 to 40 acres, and 200,000 to 300,000 
square feet of building area, there is probably several hundred of those 
in the United States. There are all manner of hybrid centers; strip 
centers, solitary stores, the total number may run into several thousand. 
So, when you are talking of a center, it is important what kind you are 
talking about. 

Now, these new suburban centers that have come into being, princi- 
pally in the last 10 to 12 years do not supply the complete retail pat- 
tern. In Cleveland, for instance, where a complete study was made, 
only 30 percent of the store area of Cleveland was occupied by a fash- 
ion good store, department store, variety and apparel stores—70 per- 
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cent was in the other types of stores, stores that can occupy older 
buildings with less rent paying capacity—for instance, such as furni- 

ture stores. You understand that all of these new centers today are 

built at relatively high cost compared to the old stores. They cost $10 
er square foot for small centers up to $20, or $25, or $30 a square 
oot for these big regional centers. They represent a great invest- 

ment of capital. 

The insurance companies who make investments in them feel they 
must get, naturally, a return, I mean be assured of a return on this 
great investment. Therefore, there are many types of stores, papa, 
mamma stores, smaller stores in older neighborhoods, that can occupy 
older buildings and pay whatever rent they can get which may be 
low, that can’t afford to pay the bare minimum cost on a new building, 
which would have to be $1.25 a square foot or something like that, to 
cover the bare cost of the building. A chief building, and in the 
case of a department store which may cost $16 to $20 a square foot, 
they would have to pay more. Now, the pattern of these big centers 
has been something like this—and I have gone through it from start 
to finish—in great centers like Northland in Detroit, Mayfair—I 
might say right now that most of these business centers, a great many 
of them are small business enterprises, that while there are a few chains 
owning numbers of centers, in the majority of cases, a group of men 
may only own one center. It is a smaller investment on their part 
than that of any of the great national chains. I mean, it is a smaller 
operation than even some of the local stores in these cities. Of course, 
the extent of the operation varies greatly from a center of 25,000 to 
30,000 square feet up to a million square feet. These great centers 
have a million square feet floor area on 100 acres and represent a 
capital investment of $25 million to $30 million at the extreme. On 
the other end of the scale, which is most numerous, there are invest- 
ments of several hundred thousand, and maybe borrowed money of 
not too great. Now, these big centers with the big department stores, 
since the department store has a great bargaining position, it a great 
advertiser and can operate very successfully even by itself, as Sears, 
Roebuck has, and has not gone in with anybody. They have got by 
on a break-even in rent, that is they have recognized their great pull- 
ing power and the fact that a regional center cannot be established 
without them. So, developers have given them, if they pay the bare 
cost of land, or the bare cost of building, these great department 
stores have been taken because they draw the—make the center—draw 
the people there. Without them, there wouldn’t be a regional center. 
Then it is very desirable to get with a department store a balance, in 
my opinion, that the other stores in the apparel line should have an 
area equal to that of the great department store, otherwise, the people 
wouldn’t look at the other stores. So they should have as great a 
variety as possible in the apparel and fashion goods lines particularly. 

So they have got the national chains, and the popular price lines. 
They have difficulty, as Mr. Nelson said, in getting the higher priced 
stores to go into the centers. They want to be by themselves, locate— 
they don’t want to be with the mob. They are running a solitary store, 
away from the main center. It is hard to get them, although in my 
opinion it would help both the center and them if they did. Then I 
have also urged, as far as the fashion goods lines, they take as many as 
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possible of these stores because it would help this center make the 
loans safer and be better in every way to have, particularly in women’s 
apparel, and also men’s apparel, and that advice was followed in one 
of the first centers that I made in Tulsa, Okla., Utica Square. The 
small tenants there are doing very well, and help the center, and pay- 
ing a very good rent. But there was a turnover in them. You see, 
those who would hit the market just right have been very successful 

but they don’t know at first which ones would be. So, if anyone, o 

course, had been guaranteed, that might not have been too good. But 
they finally found those who could succeed, who had the initiative, 
who had the right styles for that neighborhood, and they were taken, 
and it has worked out very well. 

The reason why the method of financing probably has been ex- 
plained to you already, that the big insurance companies seek to get 
enough on the minimum guarantee to cover the interest charges, 
amortization charges on the loan. They seek to get that covered, 
and so that they won’t have to worry. The reason is that they know 
that the national chains perpetuate their management, that is, they 
have training schools so that they can be assured of a certain level 
of management. Now, a local man may be very successful, but his 
son may not be, his son may not be as successful as his father. The 
insurance company is making a long-term loan of 15 to 20 years, and 
all of these centers are building a building to order, a special 
building for the particular tenant suited to his requirements, not a 
general building that is convertible into any other kind of use, but a 
specialty. Well, insurance companies naturally investing the funds 
of their policyholders are seeking security, and so they have desired 
to get national chains. Perhaps too much so, I think, in the apparel 
lines. They have gone into few great national chains and some of 
these national chains have had exclusives against others in the same 
line, and they have limited the field too much. 

Now, women like to shop around, they like to compare merchandise. 
They don’t want to go to a place where—as a rule—where there is only 
one store, although they aparently do in the higher price line, but 
we believe that the same thing that applies to a downtown area, ap- 
plies to these regional centers, that there should be the greatest variety 
of goods offered, local and national. 

Now, I want to say one thing of great importance, of not having a 
general guarantee for any type of business. Furniture stores as a 
rule cannot pay adequate rent to cover the charges on a new building, 
and they have paid them very substantial sums to my knowledge to 
get—to cancel their lease. ‘There are many stores. Now, when 
certain centers are planned, once they get twice as much space called 
for apparently as they have, but when you analyze it, there are many 

eople without business experience, you have the wrong combinations 
in there. They don’t get it financed. If they did, it probably 
wouldn’t succeed. Somebody operating a small store thinks they 
could do better if they had more space, so I think you must consider 
the composition of the center, the specific kinds of stores that want to 
go into it. It takes certain stores to make a successful combination, 
and to guarantee any kind of a business that would want to go in or 
hope to go in one of these centers, would be quite risky. I didn’t 
hear all of what Mr. Nelson said, but I agree with him very much 
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when he said that there is a danger in overextension of retail facilities. 
I made a study of this, and in my opinion, great many parts of the 
country already have all the shopping centers they need for the time 
being. 

Mr. Fotry. Mr. Hoyt, I was wondering if you would backtrack a 
little bit there. Many of the leases include a clause that there will 
be no competition to a particular chain, is that correct? 

Dr. Hoyt. That is correct. 

Mr. Fotry. Could you just elaborate a little on that—how the 
result is that it shuts out many independents? Isn’t that a fact / 

Dr. Hoyt. Well, they usually name other national chains in the 
same line rather than maybe independents. I have never agreed with 
those exclusive clauses because I feel most stores say the more competi- 
tion the better, the more selection there is the more people will come 
to the center, and it is a policy, of course, that some very powerful 
chains have adopted, that are desired because they do offer the latest 
fashions in the popular priced line, and when they are in the center 
they are very successful. They are great attractions. They adver- 
tise. Well, knowing their position, knowing that they are wanted 
and that they are successful and that they can be financed, then they 
think it is better to keep others out. They say themselves that the 
others will have exactly the same thing, no variety whatever. They 
usually restrict it to those in the same price line. It usually applies 
specifically to other chains. They do not, even these big chains to my 
knowledge, do not object to smaller local stores. They specify a store 
of the same size and the same line. I couldn’t say in every case, 
because I don’t know every one, but I know those are the leaders in 
the field, and I have seen their leases and have worked with them in the 
actual negotiation of these leases. 

Mr. Fotry. Would you agree, Dr. Hoyt, that there is a definite bias 
for the chains in lease negotiations until the 70 percent figure is 
reached, is that correct ? 

Dr. Hoyt. I would state that in the case of some of the larger com- 
panies, although some of the smaller insurance companies have made 
leases with only 40 percent national chains. And, of course, there 
are some local stores with very good credit that have been accepted. 
There is one in Gary, a small store there, Tittle, that is tremendously 
popular, and is in the center. And I believe that if a store has demon- 
strated its capacity to draw customers, even though local, they could 
get in the center if it is a type that the center needs. I must say in 
distinguishing the different lines, just as Mr. Nelson said, a food store 
can operate successfully where, in fact the worst location for a food 
supermarket is adjoining a department store, because women buying 
groceries, coming maybe dressed in slacks, don’t want to come next to 
women all dressed up to go to department stores. This is the worst 
location. These big centers often have room only for one super- 
market. But supermarkets are any local store, that is in keeping 
with the times, and we have seen them case after case. Mr. Parker in 
Wichita Falls, and people I have meet in Grand Rapids, if they recog- 
nize that today, the day of the little corner store is past, except there is 
the need for these little stores in buildings like the Woodner: and 
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little neighborhoods. There is room for them, but if they are going 
to be successful today, they should organize a store with 20,000 or 
30,000 square feet of floor space, which they can do, and operate 
in one city or town with their personal attention. They just have 
to expand their operations, join a food buying chain. They 
don’t have to be in these centers. They can organize a center of their 
own, in fact, with their store asa center. There is a trend everywhere 
toward larger size stores because that is the type of store that people 
want. It would be foolish for a small variety store, for instance, to 
come into a center where they have a 30,000-square-foot Woolworth’s 
or a Kresge. It wouldn’t be good for people and they should not be 
encouraged to do that. 

Mr. Fotry. I believe you said that some of the smaller stores may 
go down to 40 or 50 percent level. 

Dr. Horr. That is true. 

Mr. Forey. But actually, the larger insurance companies are now 
insuring on 70 percent. 

Dr. Hoyr. In general, they have some policy such as that. 

Mr. Forry. And the larger insurance companies are the ones in the 
main who are financing shopping centers, is that correct ? 

Dr. Hoyt. Well, I won’t say that. I would say the larger centers, 
but you see the smaller companies may have—like Western and South- 
ern—may have a limit of about $2 million. When you consider the 
aggregate number of these centers, it is probably the square-foot area, 
in all of these smaller centers are greater than these huge centers be- 
cause there are so many more of them. Of course, I might mention, 
also, that when we say where there are too many centers, it depends on 
what kind of center. There may be all the regional centers in Long 
Island that they need now or in Milwaukee, or in Detroit, or Chicago, 
or Los Angeles, but there may be room for the local center. We are 
expecting a population growth of 60 million, so as the population ex- 
pands, during the next 10 years there will be need for many more 
centers, many more opportunities for establishing both small, medium, 
and large centers. But emphasis, I would say, is that the worst thing 
that could happen would be the wrong composition of a center which 
might be encouraged by all manner of stores going into it. There 
is a certain natural grouping, your big center should have your com- 
plete array of as many men’s and women’s stores as possible, shoe 
stores, offering a complete selection. But then other things, though, 
like furniture stores, may not be economical, may not pay. And if 
they are in the wrong position with respect to each other, they hurt 
each other. For instance, the-apparel store should—and the depart- 
ment store—should be grouped together, not with food stores. They 
can be in the other part of the center. So some of these centers have 
been a hit-or-miss affair. They have taken anybody that could guar- 
antee the rent, but gradually there is a shakedown and they work out 
a more ideal arrangement of these stores with respect to each other, 
and that should not be altered because it is something that has evolved 
over a long period of time in this country in our downtown areas and 
I don’t believe the fundamental habits of people have changed. We 
are simply putting them in a new environment with plenty of free 
parking. If you will observe the composition of a downtown area, 
you will see what they are striving for in a regional center. 
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Mr. Fotey. Do you have any questions, Mr. Chairman ? 

Senator Witu1aMs. Senator Saltonstall, do you have any questions 
of Dr. Hoyt ? 

Senator Satronstau. I am very interested, Dr. Hoyt, in what you 
said, particularly about the food stores being next to the clothing 
stores,and soon. I thought that was extremely interesting. I have 
no questions. 

Dr. Horr. I might make one clarification, that there are centers in 
Boston where there is a discount house next to a food store, and that 
is another element that has come in, the discount houses, and that 
seems to work out very well. That is a discount house being a cheaper 
type of operation. 

Senator Witirams. Are these discount houses national chains, 
generally ? 

Dr. Hoyt. No. I don’t believe they are. They are local. They are 
started locally and they have been hard to finance because they haven’t 
the established credit rating. ‘They operate in cheaper buildings, 
and 

Senator Wiiu1ams. Are they finding their way now into shopping 
centers? 

Dr. Hoyt. No, they would be ruinous to a shopping center in a way 
because of their cutrate prices, and I don’t think they would want 
them, and I think they operate usually by themselves. To my ob- 
servation, cutrate stores would—but people come there who want 
cheap prices rather than service or fashion. 

I would like to say something in regard to shoestores. There are 
a great many national chains in those lines and these regional centers 
seem to be well supplied with shoestores. I was so interested to find 
out, actually, what the stores were in these major centers that in this 
bulletin based on the question there which I got out, one section of it 
gives the specific names of the stores in these largest centers, and it 
could be determined, of course, just how many are local and how many 
are national. 

Senator Wixx1ams. Are there any other questions ? 

Thank you again, Dr. Hoyt. It was very illuminating and very 
helpful. 

ur next witness is Mr. Frank Underhill, executive director, In- 
dependent Shoemen, Boston, Mass. 

Good morning, sir. 

Mr. Unverniti. Good morning. 

Senator Witx1ams. You may proceed in your own way. 


STATEMENT OF FRANK T. UNDERHILL, EXECUTIVE DIRECTOR, 
INDEPENDENT SHOEMEN, BOSTON, MASS. 





Mr. Unpernitn. I am Frank T. Underhill, executive director of 
Independent Shoemen, a trade association founded in 1955 for the 
purpose of maintaining free enterprise in the shoe industry. 

It has been frequently called to the attention of my association that 
independent shoe retailers have little or not chance to secure leases in 
choice locations and shopping centers due to strong financial backing 
required under the leasing terms. 

My association, while it has taken recourse to the Government on 
many occasions as a last resort to accomplish its ends, preferred to 
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make a determined effort to solve this problem without Government 
aid. 

The first step in this direction was to contact the International 
Council of Shopping Centers in New York to find out if there were 
any leasing opportunities for independent shoestores in the centers 
sponsored by their members. 

Mr. Albert Sussman, executive secretary of I.C.S.C., graciously ad- 
vertised our needs in his newsletter. 

We received many replies from developers who were interested in 
leasing to independents and at this point it seemed that we were well 
on the way toward solving our problems. 

The next step was, for Independent Shoemen to mail circulars to its 
members advising them of these leasing opportunities. Up to this 
point it looked like we were on firm ground. However, in subse- 
quent paragraphs I will show several areas of trouble in securing 
leases and they all add up to “money and the moneylenders.” 

As long as the banks are only interested in “loaning umbrellas while 
the sun is shining” this problem will prevail. In most cases the real- 
tor recognizes the fact that local merchants will outdraw national 
brands, with absentee ownership when all other factors are equal, 
and would prefer them as tenants. 

This is proven by the good response to the independents’ interest 
in leases and the failure to finalize these leases due to the banks’ 
insistenee on AAA credit ratings. 

A good example of this is The French Bootery and the facts are 
as follows: 

(1) The Philip Lyon Co.—realtors listed. with Independent Shoe- 
men: leases available to Independent Shoe Retailers in the College 
Grove Center, San Diego, Calif. 

(2) A bulletin was sent to our membership advising of this op- 
portunity. 

(3) Mr. Lasser of the French Bootery applied and was refused due 
to the signing of four national chains. 

(4) Mr. Lasser’s qualifications are as follows: 

(a) Adequate financing—given green light by his own banker. 

(>) Graduate of New York University—B.S. degree in business 
administration—majored in accounting—possesses certificate in re- 
tailing. 

. (c) 25 years experience in retail shoe field—has been a successful 
shoe traveler, chainstore manager, merchandiser and owner. 

Mr. Allen H. Perris of the Philip Lyon Co. has written to me ad- 
mitting that Lasser is an excellent prospect but was unable to do 
anything because of other lease commitments. 

Further evidence of the lockout of independents can be noted in 
a letter sent to me last month by F. W. Toenges of Fort Wayne, Ind., 
dated March 18, 1959. 

DEAR Mr. UNDERHILL: After noting in “Footwear News” of your pending 
appearance before the Senate Small Business Committee on Shopping Centers, 
I felt that you would be interested in our experience on this matter. If you 
recall we have consulted with two of the most active shopping center realtors 
and find them expressing a desire to rent to independent merchants but unable 
to because of the shopping center’s existence depends on national chains. They 
explain that unless leases are signed by businesses having triple A ratings it 


is impossible to obtain the necessary financing from. large lending institutions. 
If this is common knowledge it is only natural that the chains can demand and 
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receive many concessions which are unobtainable to smaller merchants. These 
concessions include lower base rents plus percentages and the placing of re 
strictions on the type of business allowed in the proposed center. 

In our only regional type shopping center, consisting of 36 stores, there is 
only one family shoestore and this is a Kinney chainstore. However, there 
are six Other shoe stores and these are: Bakers (women’s shoes) Thom McAn 
(men and boys) Penneys, Grants, Grand Leader Department Store and Kays. 
You can see that of the remaining six, four are chains, one is a leased chain 
department and the latter is a Brown Shoe Co. operation. There are no more 
than three shoe manufacturers represented in the whole center. No other family 
shoestore can be opened under the conditions of Kinney’s lease. In our new 
center that will be opened this fall the same conditions will exist. 

Our realtors are inclined to have local merchants sign leases in our small shop- 
ping areas and really discourage local rentals in the regional centers. The 
realtors are unanimous in the belief that the small merchant cannot survive in 
the regional center. Every merchant I have talked to is cognizant of the trend 
to shopping centers and believe they will eliminate small outlying business areas. 

The blame for all of this points first at the large lenders and scarce money. 
Inflation has made the outlay for land and buildings excessive. Money is no 
longer buying a commodity but has become a commodity itself. 

Sorry I cannot be more lengthy or specific but time will not permit. 

Very truly yours, 
F. W. ToENGES. 

The shopping center hysteria is not unlike the “driving license” 
which makes “monsters” out of otherwise nice people. 4 

The “prize” is so great, that the large companies use their weight 
to break lease agreements, complete with longtime customers and just 
about anything else that would insure their own position in the centers. 

William Storm of Storm’s Shoes, Wilmington, Del., writes that 
he and the Kinney Shoe Co. had identical leases in their local shopping 
center known as the Wilmington Merchandise Mart, which stated that 
each would be the only family shoestore in his respective wing. Mr. 
Storm has personally read the Kinney lease. However, Storm’s down- 
town competitor opened a family unit in the Kinney wing featuring 
Brown Shoe Co. lines. This, of course, was accomplished only because 
of the Brown-Kinney tieup. 

Another byproduct of the shopping center competition for leases is 
a case in Parkersburg, W. Va., in which the Smith Shoe Store oper- 
ated by J. R. Mullinex and a customer of the International Shoe Co., 
was the offended party. The Smith Shoe Store is located just over 
1 mile from the shopping center, and International Shoe Co. had 
repeatedly denied that they would compete against this longtime 
customer in this location due to his many years as a loyal customer. 
However, Hickman’s Shoes, Inc., was granted a lease in the Park 
Shopping Center, which is the area under discussion, and it is 
interesting to note that Hickman, of whom the firm is named after, 
was the chief clerk for Mr. Mullinex and the inéorporators listed a 
W. J. McClure, who is a member of the International Shoe Co. 

The reason I am bringing this to light is to show another area of 
contamination that is resulting from the shopping center fever. In a 
speech made in the Waldorf-Astoria on February 17 of this year Mr. 
Henry Rand, president of the International Shoe Co. said, and I quote 
herewith : 


For the past few years the pattern of retailing has been rapidly changing. 
The movement has been from small towns to big cities; from big cities to the 
suburbs; from neighborhood stores to shopping center and highway stores. This 
has all taken place so quickly that no one at this moment can say just which type 
of store * * * or shopping area * * * will emerge 5 or 10 years from now as 
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the one best place * * * or method * * * or store type for reaching the buying 
P This change in the retail pattern cannot help but affect the shoe industry both 
at the manufacturing and the retail level. Some manufacturers are finding that 
stores they used to sell are no longer operating or have had their volume 
materially reduced. Other types of manufacturers are finding many new out- 
lets for shoes or an increased demand from present customers. Many inde- 
pendent retailers have found it impossible to even secure a lease (on their own) 
in shopping centers—hundreds of department stores have opened branches in 
shopping centers without basement departments and those lines that were sold 
downtown in the basement today have no representation in the branch store. 
Many manufacturers have already been forced, or soon will be, (whether they 
like it or not) into controlled distribution. This could easily become their only 
solution to assured distribution in these new shopping areas. 

Certainly Mr. Rand’s statement can be construed as a warning to 
the smaller independents that his firm and other giant firms will use 
whatever means are necessary to secure these important leases, as his 
statement implies, and perhaps rightly so, that this is a life or death 
struggle for distribution. 

As a possible solution to the problem I would suggest some form of 
lease insurance, possibly with Government backing or perhaps even 
issued through the SBA, that would guarantee the leases of the smaller 
independents so that the developer or realtor would find himself in 
a liquid position, so that he too would have room to grow. 

In the final analysis it’s merely a matter of money and the developer 
‘annot build additional centers unless his own mortgages are guaran- 
teed through strongly backed leases. 

This, of course, is what makes bedfellows of the national chains and 
shopping center developers. While we can appreciate the position 
of both, we cannot agree to anything that would mean the strangula- 
tion of independent small business. 

Thank you for allowing me to present my case and in closing let 
me remind you that up to now, the No. 1 selling point for the United 
States of America has been equality for all. Let us keep it that way. 

Senator Wiiu1ams. Thank you very much, Mr. Underhill. Senator 
Saltonstall has some questions. 

Mr. Porwam. I think it might help the Senator if I asked a few 
questions first to establish some testimony given by Mr. Holmes yes- 
terday. Were you here yesterday ? 

Mr. Unpernitt. No, I was not. 

Mr. Putnam. Mr. Holmes is from Suffolk, Va. Mr. Holmes had 
an independent store in Virginia. He signed a note and a guaranteed 
lease with International Shoe Co. of St. Louis. He testified that he 
originally had to take 100 percent of International shoes, and after 
complaints with the FTC he now has a gentleman’s agreement by 
which he is required to take 80 percent of International shoes. Sena- 
tor Saltonstall will be keenly interested because of the effect upon 
Brockton, Mass., shoes in these outlets. Mr. McCall testified there 
were 600 outlets in shopping centers today which are under such 
agreements. I know that he will appreciate your comments. 

Mr. Unperniiy. I would like to comment on one thing. Out of 
those 600, they have probably leased to 700, you know, in independents, 
and in essence, they are really not independents because, operating on 
their own, they would not be able to get in there, but operating as 
under the guidance of International Shoe Co., or General, or Brown, 
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they would be able to get in and they are not in the strict sense what 
we term independents. 

Are there any further questions ? 

Senator SattonsraLtu. Mr. Chairman, I would like to ask this ques- 
tion. Your problem is that you believe the small independent shoe 
retailer oeld get into the shopping center because that 1s a desirable 
place to go today ¢ 

Mr. Unpveruiiu. That is right, they have desirable locations. 

Senator Satronsrauty. And then on the other hand, it is the realtor 
who is developing the shopping center, he has the problem of getting 
the money to create the center ? 

Mr. Unveruit. That is right. 

Senator SatronstALu. So that in between, so that the problem is 
whether the realtor is going to get his money to create the shopping 
center, which is desirable, and at the same time permit the small man 
who cannot qualify for a triple-A rating to get a lease in there? 

Mr. Unverniy. That is right. Of course, as I see it, it is merely a 
matter of money. If, for instance, we will say the local downtown 
merchant has an opportunity to get into a shopping center, he would 
outdraw, we will say, Kinney Shoes because of being a local boy, being 
known in the town, or not so much in a city, not unlikely Washington 
or Boston or Cleveland, but you take in some of your smaller cities, we 
will take Somerville, Mass., which you would be familiar with. In out- 
lining a shopping center, a local man would outdraw Kinney Shoes. 
He would have greater drawing power because the people from that 
Jocale would know him and he would actually be a better tenant. But 
the finance here behind the center, whether it be a bank, or an insurance 
Seca that was ne the center, would not care to take him in 
because he couldn’t give the lease a 15-year backing, which is the extent 
of the realtor’s obligation to the original lender. 

Senator Sauronstatu. How many of the retailers that you are rep- 
resenting get their shoes from small independent manufacturers, 
like in Brockton ? 

Mr. UNvERHILL. Well, a good percentage of them. 

Senator Sattonstratu. I want to report to the chairman that I have 
on.a Brockton shoe. [Taughter.] 

Mr. Unverutt. Incidentally, this-is a national trade association, 
and we have manufacturers, wholesalers, retailers; and the shoe 
traveler, the man on the road, and, of course, you spoke of the FTC 
case against International and, of course, our association was very 
active in that as well as Brown-Kinney merger. One of the things 
that is very disturbing to us, I don’t know if you remember or not, 
Senator, I visited you one day in Boston. 

Senator Sattonstatu. Yes. 

Mr. Unprruity. We are very concerned, very concerned over the 
number of failures amongst the small manufacturers in the shoe in- 
dustry. They are going to continue as this circle of retail customers 
grows smaller, also. And if this trend is to go unimpeded with 
only then national chains and their subsidiaries or their franchised 
stores getting these choice locations, the circle of retail customers 
is going to be smaller still, and there it means that the manufacturer— 
we are going to need less manufacturers. There are many facets 
to this shopping center deal. It is a battle for distribution, and I 
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quote Henry Rand. They made no bones about it. They are going 
out to do eerie they can to contro] the distribution, and regard- 
Jess of the FTC ruling. If I were financing you in a shoestore, and 
I had a clause with you that you had to buy all of my merchandise— 
had to buy all of your merchandise from me—you would consider 
that cath be all right. And then if the Government turned around 
and put a restriction on me and said, you must throw that “must 
buy” clause out, and we make a gentleman’s agreement, you say, “you 
buy 80 percent of your merchandise.” However, I still hold the whi 
because it is my money that is in that store and I can get tough an 
tighten the credit reins on you to the point where I can put you out of 
business if you don’t play ball with me. I can find all kinds of reasons 
for going after my money. Now, law or no law, it can be done. I 
don’t think any of us here is naive enough to think that it can’t 
be done. 

Senator Sarronstaty. Mr. Chairman, may I ask one more question ? 

Senator WiiuiaMs. Certainly. 

Senator SAtronsTaLL, Have you any suggestions as to any other 
method by which these shopping centers can be financed? Now, the 
Government can’t go in and guarantee every shopping center as is 
suggested in your statement here. 

Mr. Unperut. No, I realize that, but of course it could be self- 
supporting if every lease; for instance, supposing if as a part of the 
leasing everybody was paying one-half of 1 percent as their insurance 
premium. That money would be used to finance any lease failures. 
Just the same as we have mortgage insurance on our homes. Just 
the same as I have rent insurance on my tenants, something happened 
I have a two-family house and if some major catastrophe happened 
by which my tenant would have to move elsewhere, I am guaranteed 
the rent: for 1 year because I have a loss-of-rent lease, and that same 
thing could apply 

Senator Savronstatt. How much would that increase the rent? 
Assume your rent was $100. 

Mr. Unverntii. You can’t even see it. You can’t find it. 

Senator SatronstaLy. Ona 1-year guarantee ? 

Mr. Unverutin. Yes. And I think that is feasible, I think that is 
all the protection that a man needs. If he can’t get another tenant 
in 12 months, his center is doomed for failure anyway. 

Senator Satronsta.ty. Thank you Mr. Chairman. 

Mr. Putnam. Mr. Chairman, may I ask? 

Senator WritiaMs. Yes. 

Mr. Purnam. Mr. Underhill, do you know of any other manufac- 
turers who guarantee retail leases besides the International ? 

‘Mr. Unprrui. Yes, the Brown Shoe Co., and General Shoe Co. 

Mr. Purnam. It is fair to say when they do this there is a loss of 
retailers’ independence ? 

Mr. Unverniti. He is forfeiting his soul. 

Mr. Putnam. It is fair also to say that the fact that International 
now has some 600 leases in shopping centers and that they now have 
a verbal gentleman’s agreement with those outlets; that this is an 
effective bar to the use of the shoes of Massachusetts in those outlets? 

Mr. Unperni1. I would say this: You heard the testimony of 
Mr. McCall yesterday. I did not. I don’t know exactly how many 
leases the International Shoe Co. has in shopping centers. 
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Mr. Putnam. 600, he said. 

Mr. Unveruiti. Then, you can say there are 600 captive customers 
for International Shoe Co. Yes, I would say that was a bar not only 
to Massachusetts shoes but all of the shoes outside of those manufac- 
tured by the three major manufacturers—the big three in our industry, 
The top three producers, the top three manufactures in our industry, 
of which we have 1,000, approximately produce 25 percent of our 
shoes. We had 500 shoe manufacturers go out of business in the last 
10 years. Now, if this trend is to go unimpeded, we are going to have 
three manufacturers, or perhaps half-a-dozen manufacturers, all of 
shoes, through franchise or the stronger independents, those who are 
able to stand the gaff. 

Mr. Putnam. Is it fair to say that some type of lease guarantee is 
necessary from the point of view of your association, a Government 
guarantee, which might more truly preserve the independence of these 
retailers ? 

Mr. Unpernityt. That is a hard thing to say. I actually tried to 
fight this out on my own without taking recourse to the Government, 
and I spoke to Mr. Foley. I got the International Council of Shopping 
Centers—they were very cooperative, and they sent me all of these 
available leases which we publicized to our members in this form. 
I probably sent out 80 or 90 of them, but as soon as they started com- 
ing back, and while the realtor himself was advertising the lease— 
when he went to have it approved by his financier, they were getting 
knocked on the head so fast that we decided to give it up. 

Mr. Putnam. Aren’t you satisfied now that without a triple-A 
rating you are not welcome at least on the first round of the leasing? 

Mr. traneientest: That is right. You are only welcome if there are 
no other takers. Are there any other questions? 

Senator Wiiu1ams. Do you know how many national chains there 
are of retail shoestores? 

Mr. Unveruity. There are probably 20 that are significant. 

Senator Wiiu1ams. Whose product do they retail? One manv- 
facturer’s? 

Mr. Unveruity. Yes. In most cases, you see, some of the national 
chains which I classified as chains, manufacture their own shoes—like 
Thom McAn manufactures only Thom McAn. 

Senator Witi1aMs. Coward. 

Mr. Unperuitu. Pardon ? 

Senator Wiii1ams. Coward. 

Mr. Unveruiti. Coward buys all of their shoes. I don’t think they 
manufacture. 

Senator Wrmu1aMs. From one manufacturer? 

Mr. Unverui. No, they buy from several; but Coward, I think, 
only has something like 13 stores and are not a national chain. Now, 
you say Hanover Shoe manufactures for themselves, and they are a 
national chain. Melville, of course, manufactures their own shoes. 
Then, of course, there are others. Originally Kay bought most of 
their shoes—I think about 70 percent of their shoes. They bought 
from outside suppliers. Now, it is dwindling down so that they are 
buying about 70 percent of their shoes from the Brown Shoe Co, be- 
cause they are a subsidiary. 

Senator Wiu1aMs. Any further questions, gentlemen ? 
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Mr. Unvreruityi. There are many facets to this; as I said before. 
It isn’t only the question of the one location. It is the question of the 
ramifications of what is going to happen if this thing is held at its 
present status. 

Mr. Fotry. Mr. Underhill, do you have any estimate at all as to 
the number of members who have been refused entrance to shopping 
centers ? 

Mr. Unveruii. No, I couldn’t give you an honest estimate on that 
because we asked them to direct their replies to the realtor himself— 
to keep it out of my office. 

Mr. Foury. Is there any way of your finding out how many have 
been ? 

Mr. Unpveruiiy. I could send out a questionnaire, of course, and 
obtain the information that way, but you would only get a sampling 
because we in the shoe business are not prone to fill out questionnaires. 

[ Laughter. | 

Mr. Fotry. One last question, if time will permit it. If you can, 
just briefly outline exactly how a retail man loses his independence. 
I don’t want to be naive about it, but I want to know exactly how it 
happens. 

Mr. Unveruiu. As I pointed out before, we will put this on cold- 
blooded terms. I am a manufacturer, and I cosign your lease and I 
give you a certain amount of inventory on long term. That is the 
franchise deal. Now, you have a small investment, $2,000 or $3,000, 
on, we will say, a $25,000 to $30,000 capital investment. Now, I don’t 
care if you lose your $2,000 or $3,000. I don’t care whether or not 

ou even make money. Just so long as you peddle my shoes, because 
if you go out of business—and I think this was pointed out before— 
I will perpetuate that store. If I foreclose on your mortgage, I will 

t somebody else with $2,000 or $3,000 and put him in to rent and 

ie can either make a success of it or lose his $2,000 or $3,000, and I 
can go on and on because, as Barnum says, “There is one born every 
minute.” Does that clarify it? 

Mr. Fotry. How does that affect his independence as to operating ? 

Mr. Unperninn. He does not have the right to buy from other man- 
ufacturers. And on this I could give you all sorts of documentation 
of cases where a man signed up for a franchise and he was told to get 
so-and-so shoes at this place or get out of the store. International, 
or Brown, or General does that—whatever the case may be. We get 
a lot of that type of complaint. 

Mr. Fotry. Is this thing written in a lease or a contract; or is it 
all done verbally ? 

Mr. Unveruiy. In most cases, they have contracts. They have lease 
agreements. But then, of course, there are those plans called “concen- 
tration accounts.” Well, you concentrate to the extent that I want 
you to, or it might come Easter season and you wouldn’t have Easter 
shoes. There is more than one way to skin a cat. And I won’t say 
definitely that is done, but we have the accusations sent in to us that 
it is done, so it is just a question of how far you want to go in having 
that question answered. 

Mr. Fotry. You satisfied my curiosity. 

[| Laughter. ] 
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Senator WiuiaMs. If there are no further questions, we thank you 
again, Mr. Underhill. 

Is Mr. Clarence B. Davis here? 

(No response. ) 

Senator Witu1ams. Mr. W. D. Jenkins, wholesale radio and elec- 
tronic parts, Richmond, Va. You are representing them, I take it, 
Mr. Jenkins. 

Mr. Jenkins. Good morning. 

Senator Wiiuiams. We have your statement. You may proceed as. 
you care to. 


STATEMENT OF W. D. JENKINS, PRESIDENT, RADIO SUPPLY C0., 
INC., RICHMOND, VA. 


Mr. Jenkins. My name is W. D. Jenkins. I am president of the 
Radio Supply Co., Inc., Richmond, Va., wholesalers of electronic, 
radio, and television supplies and equipment. We have had an ex- 
perience that may help your committee understand the problem of 
getting leases in shopping centers for local independent merchants. 

One of our good retail cutsomers is McGuire Television Center, an 
unincorporated partnership consisting of two brothers, Everett P. 
and Clifford A. Shaw, and John B. Flagler. They established a radio 
and television sales and service business in Richmond several years 
avo. Because of the personal attention of the three partners, they 
have earned an excellent reputation for integrity and reliability. 
Their store was located in south Richmond. 

In 1957 a large regional shopping center was built just three blocks: 
from the original McGuire Television Center store location. When 
we learned of the plan to construct this shopping center, we recom- 
mended to the McGuire partners that they try to get a store in the 
center. They applied to the developers of the Southside Plaza and 
through the real estate firm, Morton G. Thalhimer, Inc., were able to- 
secure adequate leased space in the center. They were required to- 
sign a lease with a minimum-rate clause in it and an overriding per- 
centage of gross in excess of a certain volume. Their sales and serv- 
ice volume more than doubled in the first year of operation in the 
center. They were one of the first, if not the first store in the center, 
to exceed the minimum volume on which the minimum rental was 
based. They have been paying a percentage of gross in excess rental 
in this location ever since. 

Richmond has only two of what you might consider large, regional 
shopping centers. The second one is the Willow Lawn Shopping 
Center and is located in west Richmond. In late 1958 McGuire Tele- 
vision Center learned from their realty firm that a store site in the: 
Willow Lane Center was to become available as a firm that had been 
located there was going to vacate. 

Naturally, with the success they had experienced in the Southside 
Plaza store, they were very interested in this location. However, 
when they discussed taking over the unexpired portion of the lease 
of the vacating firm, they were informed that their financial statement 
would not stand the additional lease and guarantee liability. They 
were advised that the Prudential Insurance Co. of America was the- 
mortgage holder and that the leases were subject to their approval. 
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When they got in touch with Prudential they were told that they 
would have to have a cosigner in order to be able to take over the 
remainder of the lease which was for only 3 years. 

Since we are their wholesaler and are vitally interested in their 
continued successful operation and growth, we agreed to cosign and 
guarantee the lease with them. Without our guarantee they could 
not have had this available space. 

Here, Mr. Chairman, is a case of a highly successful, local, inde- 
pendent firm that has proved it is a top-quality partnership capable 
of successful shopping center operation, but it is not the national 
AAA-1 credit sisle that the insurance company demands. 

I did not come up here to complain about this one case. I was 
shocked at the system that prevents this highly successful merchan- 
diser of proven ability from taking over a 3-year lease on his own. 
He wouldn’t have a chance in a new center where the leases might 
be for 10-, 15-, or 20-year periods. If responsible, exceptionally suc- 
cessful, local operators are to be blocked out of new store locations 
in shopping centers and downtown developments, where are we whole- 
salers to turn for our customers in the future ? 

We are seriously concerned about this situation. We believe that. 
such contingent liability as is assumed by us in the cosigning of even 
one lease for a good, sound customer will quickly impair our own 
credit rating if multiplied a few times to help our other customers. 
Our bankers tell us it cannot be done. We believe this is a serious 
situation that merits the urgent consideration of this Congress at 
an early date. 

Some form or lease insurance or coinsurance by the Federal Gov- 
ernment would appear to be the only answer. We Virginians, like 
our great Senator Harry F. Byrd, are opposed to further Govern- 
ment-in-business activity but this situation would seem to be so 
serious a threat to the future of the backbone of the Nation’s economy, 
the small, independent merchants, that we feel the Federal Govern- 
ment must act. 

Now, to add to this statement, I would say that in our particular 
operation as a wholesaler, speaking from my own experience, I would 
say that 90 percent of my customers today have been in business for 
longer than 10 years. And I would also say that possibly not more 
than 2 percent of those could qualify for a location in a regional 
shopping center. These regional shopping centers have a devastating 
effect for a wide area in a city like Rickaneeik It so happens that 
the former location of this firm, that is in my statement here, it was 
a small neighborhood center. I think it consisted of about six stores, 
and, frankly, this tremendous center with the parking facilities, I 
would say that the business in this other center just probably dropped 
in half because it was only three block away. 

Mr. Sruxtrs. Do you feel Mr. McGuire would have died if he 
stayed there ? 

Mr. Jenxrns. Literally, he would. As a matter of fact, we pointed 
that out. We have been aware of this for quite some time, not only 
in Richmond, but in Norfolk and in the peninsula area. We have 
operations there. We have been urging our customers to secure 
space in these shopping centers. Some of them, many of them have 
been successful because they provide services. Fortunately, in our 
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line of business, these are not otherwise available through chain opera- 
tions. In other words, other than the RCA Manufacturing Co. 
through their service organization, they were about the only national 
setup, you might say, to render television and radio service as such, 

Of course, most of our customers are also in sales. We have seen 
this coming for quite some time. We know if we didn’t do everything 
that we could to move these people, urge them, prod them, and do 
anything to try and get this space, and of course they come back 
to us, well, we can only get the space if there is some space they have 
in there that is built down on the end of the center and that there 
might be a vacancy available, and they could secure that space, even 
that is good, particularly in these regional centers. 

Senator SautronsTauu. Isn’t one cure possibly, time? In other 
words, if these shopping centers are successful as they apparently are, 
and therefore become profitable, the mortgage would be written down, 
a shopping center would be less dependent on a mortgagee, and there- 
fore in a position where he can accept perhaps a little less good credit 
risk ? 

Mr. Jenkins. Well, Senator, my statement brings out the point 
there of what you mentioned. Here was a brandnew center where 
the lease was accepted without guarantee on our part. It was success- 
ful. They were one of the first to exceed the minimum, and they 
began to pay the overriding percentage on the rent. However, in the 
Willow Lane Center which was a year older, well established space, 
desirable, highly desirable for anyone. I mean they could have sublet 
that to most anyone. There the guarantee was required. So the 
point that you have raised there, here is a case where a successful 
shopping center in this space is highly desirable, and I don’t think 
there was a chance in a million of that center not being successful 
over the period of many years because of its location, but the guar- 
antee was required on our part. Now, we cannot—we, as whole- 
salers—and the smaller manufacturers that were mentioned here in 
the shoe business—we cannot assume this contingent liability on the 
leases because we are already aiding these small businessmen thro ugh 
our own financial support of credit line, our floor planning arrange- 
ments. We guarantee floor planning arrangements with them now to 
finance the stocks, to maintain a display of merchandise. That is 
something that wholesalers are doing today in our field, the appliance 
field. We cannot assume this contingent liability of a case here of 
only 3 years of $8,000 a year, or $24,000. We take 10 of those 
and we have a quarter-million-dollar contingent liability there, strictly 
out of the question. 

Senator Sautonstaty. With a minimum lease as this case was that 
was successful—I have had little experience in it—couldn’t that lessee 
be required to take out insurance for either 1 or 2 years? In other 
words, the lessor would not get the full amount of the rent, or include 
as a part of that rent some insurance to guarantee the lease? 

Mr. Jenkins. Well, I think that in most of the regional shopping 
centers that a lease guarantee or an insurance guarantee would cer- 
tainly be a good risk, and certainly should be handled—could be 
handled—well, if you want to use a 1-percent figure of the lease, in the 
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case here it would be for the 3 years, two hundred and what—$240, 
and I would say it wouldn’t come anywhere near that. I think in 
the regional shopping centers they do considerable research. They 
are well planned, well located. And very few of them have proven 
to be unsuccessful. I had no concern about cosigning this particular 
lease for this firm. They have been in business over 10 years, estab- 
lished a good record for themselves. And if they did all go out on a 
fishing trip and they all drowned on the same weekend, our liability 
would not worry me, because the space is highly desirable, and it could 
be released to possibly some other type of business. I think in these 
shopping centers that the service to the public is an important thing, 
and I think they should get as good incomes as they possibly can in 
them. I think the insurance companies are overlooking a good bet in 
not approving some of these people that have been in business. I 
don’t say a man that just prints a letterhead and goes downtown and 
gets a license to do business and starts out tomorrow, and he wants to 
move into a shopping center and have someone guarantee the lease 
but those that are prudent salesmen with established reputations—I 
think they should receive some consideration. 

Senator Wiiu1AMs. There is no lease insurance available now, pri- 
vately, is there ? 

Mr. Jenkins. No, no, I know of none. 

Senator Wiii1aMs. There has been testimony by some that if there 
were such insurance, either privately or with the Geverminia backup, 
as reinsurance, it might lead to the overdevelopment of shopping cen- 
ters and the people who would first be hurt, should that happen, would 
be the independent businessman, the independent store. Do you have 
any statement on that ? 

Mr. Jenkins. We have been overbuilding homes and apartments 
for 10 years. But still no one can find a place to live. [Laughter.] 

Senator Witu1Ams. Appropriate. Any other questions? 

All right, thank you. 

Mr. Jenkins. Thank you. 

Senator Witu1Ams. Thank you very much, Mr. Jenkins. 

I think this will be a convenient time to break for lunch and recess 
unless there is anybody here that wants to testify in these hearings and 
can’t be back this afternoon. There doesn’t seem to be anyone. If 
there is anyone, we would carry on. Hearing no response, we will 
recess until 2:30 o’clock, the same room. 

(Thereupon, at 12:35 p.m., the subcommittee recessed to reconvene 
at 2 :30 p.m., on the same day. ) 


AFTERNOON SESSION 


Senator Wir11aMs (presiding). The hearing will come to order. 

Mr. Clarence B. Davis, of Albuquerque, N. Mex., is our next wit- 
ness. We are very glad to have you here. Do you have a prepared 
statement ? 

Mr. Davis. I do not, sir. 

Senator Witt1aMs. Then you may proceed as you desire. 
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STATEMENT OF CLARENCE B. DAVIS, PRESIDENT, DAVIS 5 & 10 
STORES, ALBUQUERQUE, N. MEX. 


Mr. Chairman and gentlemen, I am Clarence B. Davis, from Albu- 
querque, N. Mex. And at the very outset I should like to express my 
appreciation of being invited to appear before you gentlemen, as it is 
very seldom that we get recognized out in my part of the country. 

Recently, there appeared in our newspaper an article that a mer- 
chant, a hardware merchant in a little town north of Albuquerque, 
had ordered goods from the East, and he received a letter back that 
2 firm was sorry, but they did not ship out of the continental United 

tates. 

Senator Wix1ams. You make yourself pretty well heard around 
here. 

Mr. Davis. I understand. 

The information I have brought with me is in regard to a shopping 
center. I have had more than this particular one, but this is the latest 
one. I would like to mention this to point it up. 

It is the Winrock Enterprises, Inc., who are proposing to build a 
$10 million shopping center. 

Senator Witxi1AMs. I did not get that name. 

Mr. Davis. Winrock Enterprises, Inc. 

Senator Wiiu1ams. Winrock ? 

Mr. Davis. It isowned by Winthrop Rockefeller. 

Senator WituiaMs. Thank you. 

Mr. Davis. In 1957, they came into Albuquerque and surveyed the 
land. At that time I applied. And with your permission, if I may, 
I should like to read this correspondence. I believe it will bring out 
the points. 

Senator WiiuraMs. All] right. 

Mr. Davis. This is the first reply I had from the Winrock Center. 


Dear Mr. Davis. I have your letter of September 12. We will be glad to 
discuss leasing with you after zoning of the property has been completed, and 
after we have gotten a little further along with our architectural plans. 

I understand the city council will take final action on our application some 
time in October. 

We will file your letter and you will be advised when we get into the question 
of leasing. 


I did not hear further from them until August 19, 1958. And I did 
not correspond further with them. At that time I received this letter. 


Some time ago you very kindly inquired about space in our proposed Winrock 
Center in Albuquerque, N. Mex. We acknowledged your letter to the effect 
that there were numerous problems to solve before we knew exactly what shape 
the center would take, such as zoning, freeway alinement, volume expectancy, 
et cetera. Now, I am happy to report that things are moving right along. 
Victor Gruen & Associates have been commissioned to prepare the architectural 
drawings and the Real Estate Research Corp. of Chicago has completed the 
economics study. 

Within a month, we expect to have the basic design pretty well established 
and a brochure prepared and a model made, giving all the essential details of 
the proposed center. 

When this material has been prepared I shall send you a brochure which will 
describe in detail the design of the project and economic statistics as well as 
leasing procedure. After you have had an opportunity to study this material 
I hope it will be possible for us to get together at your convenience. 

Again we thank you for your earlier inquiry, and we want you to know that 
we still have you in mind and we want to keep you up to date on the progress. 

Our target date for opening is for the fall of 1960. 
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I sent a reply to Mr. Carl G. Lans, the writer of that letter, and he 
wrote back that he would accept my invitation to have lunch, et cetera, 
and to go over the brochure and plan with me at the time he was in 
Albuquerque. 

Then I did not have further correspondence until February 9, 1959, 
as follows: 

During the past several months we have made a thorough study of all of 
the major variety store chains for the purpose of finding one which we feel 
would be best suited for Winrock Center. While it was a difficult decision 
to make, we have decided upon S. 8. Kresge Co., and have reached final agree- 
ment with them. 

We appreciate very much the interest which you have shown in Winrock 
Center, and we shall certainly keep your correspondence in our active file, so 
that we may negotiate for space in other centers which we may develop over 
the country. 


Thad our advertising agent write to them as follows: 


Our advertising client, Mr. C. B. Davis, of Davis 5 & 10 Stores, has received 
your letter of February 9. He has asked us to check one further question 
with you. Does your agreement regarding the center to be built in Albuquerque 
preclude a second local type of variety store such as he operates? 


And the answer to this was: 


Thank you very much for your letter of February 16. With regard to the 
variety store space in Winrock Center, we have decided to have only one such 
store, in view of the very high demand for space. We would, of course, like 
to accommodate everyone who has been kind enough to inquire for space, but I 
know that you realize that this is not possible. 

Again I wish to thank you and Mr. Davis for your interest in Winrock Center. 

At no time, gentlemen, did they ever discuss finances, did they ever 
discuss space, or any kind of rental agreement with me. So we were 
not excluded from this center because of those facts. 

In our area at this time I have four variety stores, independents in 
Albuquerque, and there is one other operating. Our city has grown 
from 45,000 in 1946 to now where it is approaching a quarter of a 
million people. 

The centers, of course, are springing up. 

When I first moved to Albuquerque in 1946, all of the suburban 
dime stores in shopping centers were independents. There were no 
exceptions. 

At this time—I am not sure of the count—there is something like 28 
in the shopping centers in Albuquerque, and we have 5 that are locally 
owned. 

Also, in our neighboring city of Amarillo, at this time they do not 
have an independent store. They have several shopping centers. 
This has happened throughout, that the independent merchant has 
been refused space. 

We are told when we talk with them, very frankly—and I can share 
their views—that this land has gone from the people owning it up 
from about $50 an acre to $10,000 an acre. But as to money in pocket 
to the people that are putting the centers together, they do not have 
any more money than when they bought the land for $50 an acre. So 
the financial institutions will just not finance them unless they have 
someone with a triple A rating to get the financing. 

I was told just last week by a shopping center that is going up, on 
a location on Gibson Boulevard in Albuquerque which would put to- 
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gether 18,000 square feet for my store—the landlord said that he very 
definitely would like to have us there. He was unable to finance it, 
but he was putting it together under a Piggly-Wiggly lease—so that 
they would have this much space—the space that they were taking, 
plus the space that I would take. 

Mr. Forry. Can you identify Piggly-Wiggly ? 

Mr. Davis. Piggly-Wiggly food chain. It is a trade name that is 
owned by Shopright Food Stores, Inc., in our area, using the trade 
name of Piggly-Wiggly. 

Unless some type of financing, I personally feel, is done that will 
help the builders to prefer the independent merchant, in the variety 
store field and in others, too, we will have this difficulty. 

I had calls from many persons in Albuquerque who knew that I was 
coming here, who expressed the same thing, that they were unable to 
secure such space. One of the large department stores locally owned 
wanted to get into the center, but could not because of the financing. 

We have a lot of landlords who have expressed to us that they would 
rather have a locally owned merchant in their building, but they 
cannot build it. 

That is all I have to tell you. If there are any questions I, cer- 
tainly, will be glad to answer them, if I can. 

Senator Wimt1ams. How many people do you employ in your five 
stores? 

Mr. Davis. 102. 

Senator Wituiams. That could be described, I think, as a rather 
good sized store. 

Mr. Davis. Yes. sir. We are finishing one and will be opening it 
this week of 12,500 square feet. 

Senator Witt1ams. Where is that? 

Mr. Davis. In Albuquerque. 

Senator Witu1aMs. This will be your sixth store? 

Mr. Davis. It is the moving of the other one. It is on land that we 
were able to purchase years ago. That is the only reason we were 
able to put it together. 

Senator Wittrams. Where is that? 

Mr. Davis. That is located at 4720 North Fourth. 

Senator Witu1aMs. Is that in a settled business area of the town? 

Mr. Davis. We built the center. In fact, we started to build the 
center. I say that we are building the center. There was a grocery 
store that went in, Fair Food Markets, Inc. This was ranch land 
which we put together, and purchased in 1953. 

Senator Wimutams. When did you begin as an owner and operator 
of variety stores? 

Mr. Davis. December 10, 1949. 

Senator Witi1ams. What was the strongest sentiment from Win- 
rock indicating an interest in your being one of their tenants? 

Mr. Davis. I believe this one—this paragraph here: 

After you have had an opportunity to study this material I hope it will be 
possible for us to get together at your convenience. 

Senator Witi1ams. Did you ever get together ? 

Mr. Davis. No,sir. I was never approached. 

Senator Wiiu1aMs. Well, they said at your convenience. Did you 
ever find it convenient ? 
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Mr. Davis. The gentleman was never in town. He lived on the 
west coast, Mr. Lans. 

Senator Witu1amMs. What was the date of that ? 

Mr. Davis. August 19, 1958. 

Senator Wituiams. And the next communication from either you 
or from the company was when ? 

Mr. Davis. Well then I wrote him acknowledging his letter and in- 
viting him to have lunch with me as soon as he arrived in Albuquer- 

ue. Ididthis on August 26. 

Senator Wini1ams. And the next communication ? 

Mr. Davis. The next communication was the one in which he said 
the preliminary plans and brochure had been prepared or would be 
within a month or so and that he would be happy to forward this to 
me. And above that he said that on his next visit to Albuquerque, 
“T will be most happy to meet with you on my next visit and I thank 
you very much for your kind luncheon invitation.” 

Senator WixiiaMs. And the next ? 

Mr. Davis. The next one was when he dropped this in my lap that 
they had made a thorough study of all major variety stores. 

Senator Witutams. And had decided on one? 

Mr. Davis. On the S. S. Kresge Co. 

Senator Wiiu1aMs. That was in February 1959? 

Mr. Davis. Yes, sir. 

Senator Wiu1ams. How far has this center progressed—has it 
started building? 

Mr. Davis. No, sir; they still have some zoning problems and there 
is still some litigation going on. 

Senator Witi1ams. What is it zoned for, ranching? 

Mr. Davis. It is kind of mixed. The University of New Mexico 
has the land which is on a long-term lease to Winrock Shopping 
Center. And we have two other shopping center developers who have 
had it in litigation for a period of about 18 months now. 

Senator Witu1aMs. This is really not germane, but how is it zoned ? 

Mr. Davis. It is zoned C-2 now—commercial 2. 

Senator Witu1ams. Any questions? 

Mr. Fotry. And the three other stores you do not own? 

Mr. Davis. No, sir. 

Mr. Fotxy. That is only the buildings themselves ? 

Mr. Davis. No, sir. 

Mr. Fotry. How long a lease do you have in those? 

Mr. Davis. Well, they vary, sir. One is up in 1965; the other one 
is up in 1965, and the other one will be up in 15 years from last year. 
{have a 15-year lease starting last year. 

Mr. Fotry. You have a 15-year lease? 

Mr. Davis. Starting last year. That would be 1973. 

Mr. Fotry. That is all I have. 

Senator Witt1ams. Who is the developer of Winrock ? 

Mr. Davis. Their letterhead lists Winthrop Rockefeller, George M. 
Reynolds, and Frank W. Newell. That is on their letterhead. 

enator Wiiiiams. Is there any other financial institution in- 
volved here? 

Mr. Davis. Not that I know of, sir. 

Senator Wiu1ams. You do not know for sure in that regard? 

Mr. Davis. No, sir. 
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Senator WixtiaMs. Well. we certainly appreciate your coming here, 
This is only a couple of hours away now 
Mr. Davis. Thank you. No. sir, it isa little farther. We departed 
esterday at 11:05, and arrived in the city last evening—if we had 
een on time, it would have been at 9:46—and with about 3 hours’ 
difference in time it is still about 7 or 8 hours. 
Senator Wiu1aMs. I am sure that you have a very fine representa- 
tive here from your part of the country. 
Mr. Davis. Thank you. 
Senator Wmu1aMs. Our next witness is Mr. John Jewett, vice pres- 
ident of the Prudential Insurance Co., Newark, N..J. 
I certainly appreciate your continued interest through the hear- 
ings. We appreciate, too, your willingness to testify at this time. 
You may proceed, Mr. Jewett. 


STATEMENT OF JOHN G. JEWETT, VICE PRESIDENT, THE PRUDEN- 
TIAL INSURANCE CO. OF AMERICA, NEWARK, N.J. 


Mr. Jewetr. My name is John G. Jewett, vice president of the Pru- 
dential Insurance Co. of America, in charge of mortgage loan and 
real estate investments. 

The Prudential places mortgages on many types of real estate. 
These mortgages are made in every State in the United States and in 
Canada. 

We have made loans on 84 shopping centers for a total amount of 
$162 million. While we believe this amount to be substantial, it is less 
than some of our investment competitors and small when related to the 
financing of shopping centers as a whole. 

Most shopping centers are located in untried, suburban areas. Their 
success will aie be known for several years. Many have not been in 
existence long enough to actually prove themselves 
to date their individual records are excellent. 

In view of the unproven future of the average new center, many 
lenders—and Prudential is one—require certain safeguards. After 
all, we are investing the savings of millions of people, and safety 
of principal invested is of paramount importance. 

I have read in the daily press and in some publications statements 
to the effect that independent retailers all over the country are being 
denied space in shopping centers because of requirements by lenders 
that a fixed percentage of the total space be leased to national chains 
and department stores. 

This requirement is one of the most ier in making an invest- 
ment. Obviously, there must be a income guaranteed by re- 
sponsible tenants to liquidate the loan if the venture is not. profitable. 
As I stated before, most shopping centers are in untried locations. 
Even though these locations, when carefully analyzed, appear to be 
desirable for a shopping center, there is no certainty that the center 
will be successful. 

The amount of the total income necessary to pay operating expenses, 
taxes, and interest on the mortgage differs in every case. It is our 
usual requirement that income sufficient to pay operating expenses, 
taxes, and interest be guaranteed by department stores, national 
chains, and strong local tenants—interest only, and not the total debt 
service. Amortization of the mortgages is an additional factor. 
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The amount varies in every case. You can well understand that if 
the applicant wants only a 50-percent loan, the amount of interest 
will be very much less than if he wanted a 75-percent loan. 

There is nothing in our requirements which foreclose the possibility 
of a small shopkeeper obtaining space in the average shopping center, 
and as a matter of fact, we believe these small shopkeepers to be 
important tenants. 

study of 10 of our loans taken at random, one each from various- 
sized cases, starting at $500,000 and running up to $15 million, shows 
that the “name” tenants provide 60 to 74 percent (this is the range) 
of the income and that the average in these particular 10 cases is 
70 percent, the same that you have heard stated here a number of times. 

Most shopping centers attempt to transplant some part of the 100 
percent downtown retail area to a suburban section. All downtown 
areas have department stores, national chains, local chains, and small 
shops. Additional small shops are located outside the 100 percent 
retail areas, even though close by. In Newark, N.J., the percentage 
of store frontage of small shops as compared with department stores 
and national chains in the 100-percent area is 34 percent. This gives 
considerable weight to the small shop, because, for instance, the 
Bamberger Department Store we figured as having 100 feet in depth, 
actually is 200 feet, and instead of a one-story building, it is actu- 
ally eight stories. 

mall shopkeepers depend to a great extent upon the advertising 
and general attraction of large retailers to supply customers for 
their stores. If a large percentage of any shopping center does not 
consist of well-known retailers the small shopkeeper would be ill 
advised to go into this shopping center at all. 

At the same time, many shopping center promoters, particularly 
the inexperienced, fearing that they will not obtain financing unless 
million-dollar corporations are represented in quantity, sometimes 
negotiate leases with these big companies that are unfavorable to 
the owner, the lender, and other tenants. If these objectionable 
features, such as no minimum leases, expansion clauses, cancellation 
clauses, etc., are not eliminated or modified, the small shopkeeper 
might find himself at some future date carrying too much of a load. 

e have rejected many shopping centers, even though a preliminary 
survey indicated that they should be successful, because we have found 
objectionable clauses of the type referred to above in some of the larger 
leases. On the other hand, if the nationally known tenants and 
department stores are not in a center, it probably will not be successful. 
Tam talking primarily of the large shopping centers and not the strip 
development. The problem is one of economics rather than of dis- 
crimination. The board of directors of a large mutual insurance 
company could not be expected to authorize investments such as these 
in the absence of adequate guarantees. 

I would be glad to try and answer any questions on this subject which 
the committee might like to ask. 

Senator Wixtams. In the normal development of the shopping 
center is the first step of the developer trying to get a list of tenants— 
2 that = first step, or is it a trip to the financial institution that is the 

rst step 

Mr. Jewett. I think the trip to the financial and other people would 
be fairly well along. First he needs to find a location. He has to get 
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an option on the necessary land. He has to make sure the zoning will 
accommodate the shopping center, will allow the shopping center, 
Many have a survey made by independent analysts, such as several 
you have listened to. And then hecan look for the big tenants. When 
he has reached that stage he may or may not come to the financial in- 
stitution. He may try to put it together up to a much further point 
before bothering with the lender who might at that point reject it 
because it has not reached sufficient maturity. 

Senator Wiuu1aMs. It is your testimony here that the developer 
frequently will come to you with his package of tenants that he has 
already nailed down, the lease contract, in a way that is discriminatory 
of other tenants that might later come in ? 

Mr. Jewetr. That could be. It is not always that way, but it could 
be. 

Senator WitiiaMs. You consider one of the objectionable features 
of such a contract a“no minimum” ? 

Mr. JEwert. Yes, sir. 

Senator Witu1ams. In the form of a lease which means purely-—— 

Mr. Jewetr. Purely a percentage lease. 

Senator Wiu1aMs. Do you require that the developer you finance 
include a minimum clause in all of his leases? 

Mr. Jewerr. No; we would not require it, but we would require that 
the minimum guarantees of the tenants would pay the operating ex- 
penses, taxes, and interest on the mortgage. 

Senator Wiiu1ams. There would be a minimum guarantee? 

Mr. Jewerr. We would consider none of the income from the store 
occupying the space which has no minimum lease. We would not 
consider any income from that store as guaranteeing our mortgage 
payments, 

Senator Wix1aMs. I see. 

Mr. Foley, do you have any questions ? 

Mr. Forry. I was just wondering, Mr. Jewett, is there such a thing 
in private industry as lease insurance? 

Mr. Jewerr. I do not believe there is any sort of lease insurance. 

Mr. Forrey. Are you familiar with title VII, FHA? Does that ring 
a bell with you offhand ? 

Mr. Jewett. Title VIT? 

Mr. Fotry. That refers to the provisions relating to private rental 
in apartment houses. 

r. JEwetr. That covers the co-op features ? 

Mr. Fotry. That is title VIII? or some other title. Title VII is 
a program whereby the owners of private rental units, where the 
units do not have a mortgage, can be assured of the rental income 
for a period by the Government. 

Mr. Jewerr. We have not done any business along that line that I 
know of. I am not familiar with it. 

Mr. Forxy. Mr. Putnam, to my left, came upon something recently 
that I think, perhaps, we ought to direct to Mr. Jewett’s attention. 

Mr. Purnam. Mr. Jewett, the National Apartment House Owners’ 
Association, with headquarters in Washington, in their March 5, 
1959, newsletter, mentioned the Apartment House Association of Los 
Angeles County as offering to its members, through the California 
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Life Insurance Co., Oakland, Calif., a low-cost insurance plan that 
will pay a tenant’s rent to building owners in the event the tenant’s 
income is lost through injury or sickness disability. This is a unique 
development in disabilit y insurance. 

The premiums are 2 percent of the monthly rental for coverage 
which provides for rental payments to begin on the 30th day of the 
tenant’s disability and to continue for as long as 12 months. 

The premiums are collected by the building owner as a part of the 
regular monthly rent remitted to him by the company. 

s such a private system practical in the commercial leasing field ? 

Mr. Jewert. It stands like a form of group insurance. 

Mr. Putnam. This one is probably based upon sickness and injury 
insurance. You have had some experience with insurable risks? 

Mr. Jewett. That could be on a grou basis. 

Mr. Putnam. Can you distinguish that from a commercial lease? 

Mr. Jewerr. The commercial leasing would be much more de- 
tailed, much more difficult as a document. 

Mr. Purnam. Do you think it is possible to do that in the com- 
mercial leasing field ? 

Mr. Jewert. I should think it would be possible to determine the 

remium. Whether it would be a fair premium or not, I do not 

now. The administration might far outweigh the cost of the actual 
insurance feature. 

Mr. Purnam. Do you know of any reason, or any practical reason 
why insurance companies have not gone into this field of private lease 
insurance ? 

Mr. Jewett. I do not know. Remember, we are a life company. 
We do not handle that type of risk at all. And the testimony on 
that really should come from someone who is an expert in that line.?* 

Mr. Forry. Is there any actuarial experience, so far as you know, 
in this field ? 

Mr. Jewett. No, I do not know anything about it at all. This is 
the first time I have heard it mentioned. 

Mr. Foxry. Is it true that the typical developer first goes to the 
national chain ? 

Mr. Jewerr. I think the interest of the developer is primarily the 
department store which might not be national. 

Mr. Fotry. That would be a regional center? 

Mr. Jewerr. Yes. In the community center very often you will 
find smaller local department stores, or the junior-type department 
store of the national chains, which could be of the type of the J. C. 
Penny operation, for instance—they are important factors in the 
community center. 

Mr. Fotry. When the developer has his lease commitments, ap- 
parently, as I understand it from your statement, Mr. Jewett, before 
you will grant a financing on that center, approximately 70 percent 
of the space must have been leased ? 

Mr. Jewerr. My testimony was 70 percent of the dollar income, 
and was not related to the space. 

_Mr. Forry. All right, of the dollar income, that it must have been 
signed up with strong tenants. 





a Since testifying in Washington I have taken this matter up with our life department. 
We have not handled a risk of this sort but undoubtedly we could do so. (Footnote sup- 
plied by Mr. Jewett.) 
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Mr. Jewerr. That is right. 

Mr. Fotzy. How much of the total cost will your company finance? 

Mr. Jewett. Costs and values come into that particular picture. 
I think very often we finance the cost, but not all of the value, because 
if you can put together a fine center with fine tenants and fine rentals, 
from farmland, ending with very high priced land, the increment 
in the land value might be sufficient equity to make the loan. 

Mr. Fotey. I was getting to that. You have skipped about two 
steps ahead. 

Mr. Jewett. We always try to obtain actual costs. Then we make 
an appraisal of what it should be worth physically when put together, 
Then we make an appraisal of what it should be worth from the view- 
point of economics. 

Mr. Fotxry. Will your company finance 100 percent of the cost of 
construction—the total cost of the development of the center ? 

‘ Mr. Jewett. If the appraisal warrants it, cost becomes a secondary 
actor. 

Mr. Fotry. So, actually, a person could go out and not have any 
cash in it at all? 

Mr. Jewett. I think that is possible. That is the ultimate objective 
of the average developer. And, certainly, of the speculative de- 
veloper and the inexperienced developer. 

' I think the better developers who have been in the business of 
retail leasing of space all of their lives, have much more substantial 
investments than the speculator. 

Senator Wiiu1aMs. If the man had the leases signed up for long 
periods, that could be an asset ? 

Mr. Jewett. That is an asset very definitely. 

We will not recognize a lease which provides a square foot rental 
far in excess of the value of the space. On the other hand, we will 
not recognize a lease which has a value very much less than the space 
should produce. You are just looking for trouble when you get 
into those types of cases. 

In 50 percent of all of the loans we make we start off with what 
looks like a very fine situation. When we get the leases, et cetera, and 
analyze them—and we do analyze them—we find clauses that result 
in ultimate rejection or negotiations to eliminate such clauses. We 
negotiate ourselves sometimes with the national chain to remove a 
clause in a certain lease before we will make the loan. 

Senator Wiis. Is there just one SIAPeNG, or do you lend 
money at a higher rate for construction, after the building? 

Mr. Jewerr. We practically make no construction loans on shop- 
ping centers. We make a commitment to disburse the mortgage on 
completion and the signing of the necessary tenants. Sometimes we 
have no occupancy requirement in addition. There are no two cases 
identical. 

Senator Wiu1ams. Where does the money come from, for the 
construction ? 

Mr. Jewerr. Construction funds are very simple. They are the 
type of loans that the local banks write. 

Senatoe Witu1ams. When you get to paying off in your closing, 
whom do you pay off first ? 

Mr. Jewett. The bank is paid off first. 
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Mr. Fotry. Now getting into the problem of the triple A-1 rating, 
what is the origin of that, sir? 

Mr. Jewerr. One of the big business services uses three A’s, and 
sometimes a dash, such as A-1, as a code to show the size and the 
character of the tenant. 

It can be different with different sizes of “A’s”—with big ones as 
well as little ones. 

Mr. Fotry. These are big ones? 

Mr. Jewett. It may be. 

Mr. Fotry. Yet, they have a different meaning, that is, the big 
“As”? 

Mr. Jewerr. Primarily, it means the net worth of the company. 
You could be a triple-A tenant, and be a poor risk. 

Mr. Fotry. How is that? 

Mr. Jewerr. You find occasionally that on the asset side of the 
ledger, a balance sheet will carry items such as goodwill. If the 

oodwill is a substantial figure we might not be too much impressed 

y the net worth. 

Mr. Fotry. These balance sheets do not show the lease obligations 
of the chainstores ? 

Mr. Jewett. They do not. If we are doing business with a com- 
pany like most of the big ones, we have a complete analysis of their 
rental obligations in our company files. 

Mr. Fotry. So you go beyond simply the credit rating ? 

Mr. Jewerr. When I read the average credit report, unless it is a 
company somewhat like Kresge’s or Woolworth’s, I am looking for 
things that indicate trouble, rather than the balance sheet. 

If we find out, in spite of a good balance sheet, that they are slow 
in their trade payments, habitually slow, that somebody in the firm 
has been in bankruptcy, or the firm in the past has been in bank- 
ruptcy, then we will investigate those angles first. But if there is 
any great substance in that particular lease—in that particular shop- 
ping center—we will go much farther than the balance sheets and 
the credit reports. 

Mr. Fotry. If your company will go up to 100 percent of the total 
cost of the development on a center, given, of course, the fact that 
they have strong tenants lined up, have a good site and other favor- 
able factors, how do you explain the fact that the typical developer 
gets some tenants that are not chain tenants? 

Mr. Jewerr. I am not sure that I understand the question. 

Mr. Fotry. If a developer comes in, and gets 100 percent from Pru- 
dential Insurance Co., does that mean that he does not have to put 
any money in at all? 

Mr. Jewerr. In the final analysis he may have to put it in, in the 
beginning. 

r. Fotry. In the land? 

Mr. Jewerr. In other words, let us say he bought the land in 1948 
for $50,000 and they have had a tremendous expansion in the area. 
He has 40 acres which is ample for the particular shopping center. 
It cost less than $1,000 an acre. 

When that center is completed, the buildings have been built, and 
$10 million have been spent, the value of that land may have in- 
creased from $50,000 to $3 million. It has been drained. It has 
been landscaped. It has been surfaced for parking. It has been 
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fixed for lighting—everything that you can think of. And the land 
may be worth $2 a square foot at that time or even $3 a square foot. 

If he had just bought it ready for development, maybe just ready 
to put on the finishing, and he paid $50,000 for it, our appraisal 
would be the $50,000 and he would not be able to get more than two- 
thirds of that. But if he has put the package together from start to 
finish, he has something in the final analysis that is worth more than 
the actual cost to him, and he is entitled to the developer’s profit, too. 

Mr. Fotry. I will just go over that again. I believe you did state 
that if all the factors are favorable your company could go 100 per- 
cent on the total cost of development. 

Mr. Jewerr. It could go higher. 

Mr. Fotry. It could go higher? 

Mr. Jewett. At that particular time cost is an interesting and 
important consideration, but it is not the compelling factor in arriv- 
ing at the amount of the loan. 

Mr. Fotry. Have you ever gone 100 percent on a development? 

Mr. Jewerr. Not to our definite knowledge—if the developer’s 
statement are correct, we never have. 

Mr. Fotry. What is the highest that you have ever gone? 

Mr. Jewetr. We would not have any way of telling. 

Mr. Fotry. Based on your appraised value. 

Mr. Jewett. The highest we are permitted by law is 75 percent of 
the appraised value. I do not believe we have ever gone over 70 
percent in any case. 

Mr. Fortey. But your appraised value can be quite a bit different 
from what the developer’s actual cost would be. 

Mr. Jewett. It could be. 

Mr. Fotry. I believe you have already mentioned that. 

Mr. Jewett. It was mentioned this morning that the development 
may be a combination of several people, an architect, a builder, and 
so forth. They put no money in but, also, they take no money out 
until it is complete. Their salaries, know-how and so forth are 
going to be represented by the completed unit, and they may have 
no cash invested. But they can sell it for more than actual cost. 
If they can sell it for our appraisal, and if it is sufficient to give 
them a normal return for the services they have put in hp the in- 
crease in land value and so forth, it would be conceivable that we 
might have a 100 percent loan. I would say that in a comparatively 
few cases it does reach that particular point. 

Mr. Fotry. Do you know offhand of any center that you have 
financed up to 70 or 75 percent of your appraised value of that center 
in which there was an independent local businessman in the com- 
mitted leases prior to the time Prudential got into it? 

Mr. Jewerr. I think there are independent local businessmen in 
every single one. 

Mr. Forry. That may be. Was there a lease arranged prior to 
the time that Prudential got into it? 

Mr. Jewetr. Yes. It would take a lot of study to determine just 
who and where and how much. I am sure that would happen, be- 
cause we would have no objection to it. We would not prohibit that 
happening. Bas 

Mr. Forery. I grant you that, but the point is that there are a few 
local businessmen—— 
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Mr. Jewerr. For instance, if the developer is bringing us a package 
which he thinks will satisfy our requirements, he may have signed 
up at that time leases, or, he may not have signed them up at all. 
He may have completed what looked to be favorable negotiations 
only with the tenants that will produce what we want, operating 
expenses, taxes, and interest. Debt service of course, is not only in- 
terest, but interest plus amortization. 

Mr. Fotry. What do you have in wind by strong local tenants ? 

Mr. Jewerr. A strong local tenant would be very much as described 
here today. 

When I say 70 percent of the income obtained from national chains 
and strong local tenants, I have no idea how many concerns it would 
involve. They were the concerns that had credit reports of a million 
dollars and over. It could be a local concern. Very few people, 
however, in the retail store business come out with million dollar bal- 
ance sheets. 

Mr. Fotry. You would not classify a person as being a strong 
local tenant unless he had at least that much ? 

Mr. Jewett. In many cases we do. We may make this require- 
ment and find in the final analysis that it cannot be met. We modify 
many of them as the case progresses. 

Mr. Fotry. I did not follow that. 

Mr. Jewett. For instance, in our original requirement we need so 
many dollars absolutely guaranteed. That requirement might have 
been made in 1955 when the case was being negotiated. It is now 
nearly ready for dispersment, but they have not been able to get that 
number of dollars fem the tenants that we would certify. They 
come to us and say, “We now have a very good tenant here—he has 
been in business in town for a great many years. He has a fine record. 
Will you not substitute that lease for part of the other?” 

We say “Yes.” And we have in many occasions. The case you 
heard about this morning was one of them. The testimony this morn- 
ing where a real estate dealer had been in the property—the radio 
company tried to get that same space without success. I was sur- 
prised to think that we could have a real estate dealer classified as 
one of the tenants in whom we required a certification. Usually, no 
real estate dealer will show anything like $1 million. That particular 
shopping center had difficulty in renting. And we acoomanil that real 
estate dealer’s rent as part of the necessary money to pay our debt 
service. Because of illness he had to leave the center, so they came 
to us, because having certified that the tenant that was going out was 
all right with us, they wanted us to certify that the tenant coming 
in was acceptable to us. 

Mr. Fotry. The lesser location then would probably find more in- 
dependent local businessmen than the better ones ? 

Mr. Jewerr. You mean in the shopping center itself ? 

Mr. Fotry. No, no, I mean the lesser locations of a center. 

Mr. Jewett. Yes, I think so, because these would run into the larger 
centers. And the larger the center the more dependence you have 
to place upon strong chains and department stores, et cetera. The 
department stores are often local and not one of the chains. 

Mr. Fotry. You have mentioned in your testimony, Mr. Jewett, 
that you feel that a requirement of having chains and department 
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stores, and as you have later defined that—strong local tenants—is 
necessary for the financing institution to demand. 

Mr. Jewett. It is essential. It is for us, anyhow. I do not know 
about other institutions. They have their own viewpoint. That is 
the definite requirement we make. It follows what has been said 
right along. The primary reason which I tried to point out is that 
you are in an experimental location. You do not know whether it 
is going to be good or not. If it fails, the development will probably 
fail. We have one in north Jersey that has 11 of 30 tenants who 
are delinquent. 

Senator Wiuu1aMs. I was wondering what your experience was in 
the 84 that you invested in. 

Mr. Jewett. We have had no default that I know of as yet, but 
we have several cases where they have not done anywhere nearly as 
well as expected, especially the one mentioned this morning. Some 
are not selling 50 percent of the stabilized square foot sales for the 
stores. 

Senator Witi1aMs. Are you referring to Richmond? 

Mr. Jewetr. Yes. Some of the big tenants are under what they 
expected to do, and what we expected. In others however, you will 
find the reverse. I think that when shopping centers have matured 
to a point where a degree of permanence and a degree of success may 
be measured, then the financing would take on an entirely different 
aspect. 

Senator Wiiui1amMs. For new and other developments, your present 
experience might lead to changes in the methods you use ? 

Mr. Jewett. That is right. 

Senator Wixu1aMs. That is, on other developments? 

Mr. Jewerr. That could be, because when you have had sufficient 
experience to work up a pattern in which you have assurance that the 
center will be successful for a period long enough to get your money 
Cnet or a reasonable amount of it, your viewpoint easily could be 
changed. 

eter Wuut1ams. How long have you been doing this kind of 
business, that is, your company ? 

Mr. Jewerr. Well, we have made shopping center loans practically 
since their inception. Some of the earlier ones were not too well 
thought out. 

Senator WiiutaMs. It was technically post-World War IT? 

Mr. Jewetr. Agree, although the J. & Nichols Development in 
Kansas City has been extremely successful over the years, the plan- 
ning for this section started more than 25 years ago. It is now an 
intown development although it started as a suburban center. But 
we have made them of various sizes and types, even before they were 
called shopping centers. 

The big regional shopping center getting into the $10 to $15 mil- 
lion classification is very new within the last 5 or 6 years. 

Mr. Fotxy. Is it your experience that the key tenants in most of 
the centers are chains? 

Mr. Jewett. The key tenants are the department stores. They are 
more important than the chains. 

Mr. Forry. In the small and intermediate centers you may not 
have the department stores. 
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Mr. Jewett. That is correct. Then the chains become very im- 
portant. But by the time you come to the third degree of shopping 
center, the strip center, we would be able to make loans under certain 
circumstances without chains. 

Mr. Fotry. In the nature of things, chains are in the major loca- 
tion in the bigger centers? 

Mr. Jewerr. You find nice locations where space is available to 
local stores. 

Mr. Foury. In the bigger centers you find more chains? 

Mr. Jewett. That is right. 

Mr. Forry. So that are we not in a fix when it becomes necessary 
to protect your policyholders, that you have to have the strong credit 
requirement, and as a result, as the testimony has well shown, the 
key tenants in the better locations and in the bigger centers and the 
better centers are chains. What now happens to the independents in 
these fields ? 

Mr. Jewett. I think there are several ways of looking at it. As 
I suggested here, the shopping center is transplanting part of Main 
Street to a suburban section, an untried suburban section. 

You will find that 70 percent of your tenants on Main Street, in a 
100-percent area are chains and department stores—30 percent small 
businessmen. You should expect to have about the same ratio in 
Main Street transplanted. 

The so-called small tenants on Main Street will be found in the 
shopping centers. 

The small tenant who is trying to get into the shopping center un- 
successfully has often never been on Main Street. He would like to 
be on Main Street. And I think the shopping centers are giving him 
thousands of opportunities that he otherwise would never have to get 
on Main Street, because if the shopping center does not materialize 
he will not get on the main street downtown until somebody goes out 
of business on Main Street to give him the opportunity. 

Mr. Fotry. What about the independent food dealer, the inde- 
pendent drug, and the other areas we have been talking about that 
seemed to be hurt more than ever ? 

Mr. Jewetr. Those businesses are types which have been in num- 
bers constantly declining in our economy for 30 years, as the chains 
have taken over more and more of their sales. 

Mr. Fotry. Would you say that the shopping center development 
is going to hurry that process? 

iy een Well, there is a divided opinion as to how stable 
downtown is. If downtown remains stable, in spite of the shop- 
ping centers, as exemplified by the growth of Baltimore, as was testi- 

ed to yesterday, the additional space is justified. If sales remain 
the same downtown, then there should be no difference. If, on the 
other hand, the shopping centers hurt the downtown, it would. 

I would say that in many communities the shopping centers are 
hurting the downtown area. We have investments in downtown sec- 
tions of a number of cities which at the moment are not very happy 
situations—individual properties. 

Mr. Forry. In building downtown, do you make the same require- 
ment with respect to leasing ? 
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Mr. Jewett. No. In downtown each case is an individual situa- 
tion. Let us say you have three big chains in one block, and an ap- 
plication comes in on the remaining one parcel on Main Street, be- 
tween a big department store and a big chain, you could make a loan 
on that without credit support. It is an established area. It is in 
business. You want to make sure, however, before you make that 
loan that that area is not slipping. 

We have a case of a very nice—and I say very nice—two-story build- 
ing once occupied by Grant right on the main street of Philadelphia, 
right on Market Street—in the heart of a 100 percent area with a 5 and 
10 on one side of it. with a very fine ladies’ wear store on the other, but 
Grant moved to the corner, into a new building, one they built for 
themselves. Their lease expired this year. We have rented their old 
space, as warehouse space, for less than out in the industrial area, 
getting about 75 cents asquare foot. It consists of a basement and two 
floors and a loading dock. For the time being that is the best that we 
can hope for. 

The store is going to be used as a warehouse, with no retailing. Yet. 
it is right in the middle of one of the finest retail sections you have 
ever looked at. 

We think that within a few years this condition will have corrected 
itself, because the big stores downtown are starting to pick up after 
their rapid decentralization of sales to the suburban shopping centers. 

Mr. Fotry. Do you find that the chains take advantage of the unique 
situation, their desirability, in demanding lower rents ? 

Mr. Jewetr. Well, they do—yes, they do—they try to drive a bar- 
gain. And if the developer of the shopping center is not a keen rental 
agent, he will be pushed into all sorts of situations which are bad for 
him. We have to keep fighting those things. 

Often we will have a case of what seems to be a satisfactcry lease, 
but when we read the lease it is not acceptable. It is not a question of 
rental. It is a question of cancellation clauses, or restrictions as to 
other tenants or expansion, et cetera. Usually the last is not too 
serious, but we do not wish to commit ourselves to spend money to 
expand a store at some unknown time or amount, if we acquire the 
center. 

Mr. Forry. It has been suggested that possibly the independent 
businessman, who may be experienced and respected in the community, 
has developed a following, who has ability and capital, could be pro- 
tected in his application to the center by Federal lease insurance 
program, similar to FHA, where he would pay a percentage above his 
rent. Would you care to comment on that ? 

Mr. Jewerr. Of course, that is a new thought which has just come 
along within the last 3 or 4 days. 

I see no reason why such a program would not, as has been testified 
to yesterday, be of great benefit to shopping center developers, espe- 
cially for the speculator and the uninitiated, or the amateur. Cer- 
tainly, it would be a great boon to the insurance company lenders, such 
as ourselves, who take so much of the responsibility. This would take 
the responsibility off of us entirely. 

If I did not have to worry about any tenant in any shopping center 
it would be a very happy situation. 

I donot recommend it. 














SHOPPING CENTERS—1959 143 


Mr. Fotry. Why isthat? 

Mr. Jewert. I think you will get a tremendous growth in shopping 
centers and other types of retail stores that are unnecessary. Even- 
tually, they will cut each other’s throats. 

Where I live there were seven shopping centers proposed within 
a quarter of a mile of the main highway, within a distance of about 
6 miles. That was 3 years ago. If all had gone ahead, these seven 
shopping centers of various sizes and kinds in that little area, which 
could not possibly support them, there would have been many bank- 
ruptcies. I am glad to say that most of them seem to have died on 
the vine. 

Mr. Forty. You probably heard Mr. Nelson this morning? 

Mr, Jewett. Yes. 

Mr. Fotey. I think you probably recognized him as one of the 
authorities in the shopping center field. 

Mr. Jewerr. Yes, 

Mr. Fo.ry. Perhaps you will recall that he suggested this danger 
of overdevelopment could be averted if the leasing agency would do 
similar to that of FHA, not allow insurance in an area that is being 
over developed. 

Mr. Jewrrr. That would be fine, if it could be accomplished. 

Mr. Fotey. So would not that avert the danger that you are think- 
ing of? 

Mr. Jewett. Not all of it, but a great deal of it. It is pretty hard 
to deny insurance to “Mr, X” in one situation, and give it to him in 
another, or to his competitor in one situation and not to him in 
another. 

The applications would be tremendous, because everyone would 
want to move in closer to the 100-percent area. That i is, everyone in 
every secondary location in every city. 

It would be ideal for the individual if he could justify it. Anda 
great many could. I think you could justify many on the basis of an 
insured risk. But the number would be out of all proportion to the 
demand, because in each instance it would suggest doubling or tri- 
pling of his sales. And there may not be the sales purchasing power 
available for that. 

It would take a great deal of study. It would take a great deal 
of work. It would take a great deal of administrative ability and 
time. And that might be expensive. 

Mr. Fotry. What is your experience with respect to a comparison 
of the extent of success of independent businessmen in shopping 
centers, as opposed to the chains? 

Mr. Jewerr. I do not think that in this early stage of shopping 
centers we can tell, because even if the chain be unsuccessful in a 
shopping center it can continue to pay its rent, but if the little fellow 
gets caught, as some of them have, they are in trouble quickly—you 
find out about them right off the bat. 

Let us get back to this case of this morning—the radio-parts concern, 
net worth of only $8,000, that did not get into the center. It might 
probably do all right. But a little recession could spell ruin. 

Mr. Forry. Is it not true an independent drug, food, or shoe dealer 
will frequently do better than a chain store in that same retail center ? 

Mr. Jewerr. Yes, a substantial percentage of them will. That is 
particularly true of the food store. 
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Mr. Fotey. How do you account for that? 

Mr. Jewerr. Personally, I never buy anything in achain. I would 
much rather go into the small independent and purchase. You get 
better treatment. They are glad to see you. They know what their 
stock is. They have been in the business for years. They know 
where the stock is. They know what it is worth. And they can give 
you some advice. 

But when you go to buy that same thing in a chain store, the 
person you are talking to gets perhaps $54 a week, has been working 
there for 3 days, and cannot find the stock, and sometimes you cannot 
buy it. There is no use asking that particular clerk any questions 
about it. 

Mr. Fotry. Do you regard it then a problem that because of the 
necessity for the insurance company to protect its policyholders both 
with respect to the guarantee of the payment of the lease and, also, 
to protect their investment from competition in the same area— 
because of that requirement, do you regard it as a problem that the 
independents are being denied space in certain retail fields and centers? 

Mr. Jewett. I doubt that the independents are being denied space. 
I think if you want to go back to the same situation, the transplanted 
part of Main Street to the shopping center, you will have about the 
same percentage of independents in the shopping center as you have 
on Main Street. 

There are a lot of people right around the edge that want in. A 
few from around the edge do get in. It is a chance to upgrade into 
a better situation. 

If you have to do it at the expense of somebody already on Main 
Street, nothing has been gained for the economy, only for the indi- 
vidual. No doubt the individual store has a great deal of trouble 
getting into a shopping center. 

On the other hand, if we or anyone else reduced those restrictions 
so that you could fill up with the smaller shops, they would not do 
well because they need a lot of chain store advertising and attraction 
that bring the customers to the shopping center in the first place. 

Mr. Fotey. I recall to your mind that we have had testimony from 
rather competent businessmen—Mr. Davis, who has four stores, Mr. 
Kimberling with various stores in various parts of Oklahoma City, 
men of that caliber—who are on the Main Street of their communities. 
And they have been denied access to the shopping centers. 

Mr. Jewretr. We would consider them as satisfactory tenants, if 
the financial status would guarantee our debt service. The shopping 
center as such has been in business for 5 or 6 years, and everything 
is fine. If so, all of these requirements will go by the board. 

Remember, we are working entirely, and make our commitments 
on something that has not been built, has not been created, is not 
in existence. We hope that everybody will go there and shop. We 
do not know that everybody will go there and shop. 

I don’t suppose that any shopping center ever developed entailed 
more research than Roosevelt Field. We made the loan on it. They 


have many vacant stores and small businessmen are not rushing into 
the center. 

I do not know what is wrong. Personally, it looks fine to me. 

Mr. Forry. You cannot blame the independent for not going into 
the center that is not doing very well, can you ? 
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Mr. Jewett. No,sir. Ifthey had, some of them might be in trouble. 
The center appears to be doing all right but not as well as expected 
in spite of the fact that such detailed studies were made. 

r. Fotey. Thank you, Mr. Jewett. 

Mr. Jewett. Thank you. 

Senator Wiiu1ams. What is the average term loan that you make? 

Mr. Jewerr. About 20 years—sometimes a little shorter, some- 
times a little longer. 

Senator WiiuiaMs. Is there much turnover of tenants in a given 
successful shopping center 

Mr. Jewett. It is too early to tell, because the average shopping 
center will not take a lease for less than 5 years, and very few are 
more than 5 years old. 

Senator Wiiu1aMs. Senator Saltonstall suggested that time might 
enter into it. 

Most of the leases are termed as short as a tenant can get, with the 
best option renewal that he can get. 

Mr. Jewett. Right. 

Senator WituraMs. Some of these option renewals, one, I think, 
one witness testified up to 40 years. 

Mr. Jewer. That is long. Incidentally, we would not require all 
of this income to be on recent income. We need our interest plus 
the expenses. It need not be guaranteed for the 20 years. That is, 
the loan as it is paid down, the need for it goes down. 

Senator Wiit1ams. When you say “guarantee”, you are not talking 
about a guarantee described in an instrument—— 

Mr. Jewett. It is the lease guarantee. You have an absolute lease 
for the tenancy, and that is a guarantee as far as the assets of that 
company are concerned, except in case of bankrupcty, and then they 
have difficulties. 

Senator Witu1ams. Mr. Putnam ? 

Mr, Purnam. Thank you, Mr. Chairman. 

Mr. Jewett, calling attention to the AAA rating problem, we have 
had many witnesses here who have appeared and said they cannot 
become tenants because they do not qualify for an AAA rating and 
then you tell us that a man can have an AAA rating and still be 
a poor credit risk. 

r. JEwETr. Well, the AAA to me means—— 

Mr. Purnam. Can you suggest anything else that might be less 
discriminatory to small business ? 

Mr. Jewett. Well, now, I think it takes a study because there are 
different types of small businesses, and there are some that can get 
along on a very small amount of capital and will do well. I think 
that was mentioned this morning. 

Markup is so important. And also the food stores take a tremen- 
dous space—have you ever been in the basement of a big supermarket 
and seen the modern machinery, the bins, the cooling equipment and 
all of those things that go along with the operation of getting and 
processing and storing and getting goods out of cases and marking 
the prices on them and putting them on the racks—and contrast that 
with a business like the jewelry store business where you can put 
your stock in a small space and lock it up overnight in a small safe. 

There are so many factors involved, and then there is also the 
outfit that works entirely on credit and which owns no stock what- 
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soever. The point is that some businesses can carry a small balance 
sheet and still do a fine business. 

Mr. Purnam. We have had witnesses here who have stated at these 
hearings that the mortality rate among small businesses is going to 
be increased unless we come up with some way of helping those. with 
a net worth under $1 million. What would you say about. that $1 
million standard ? 

Mr. Jewerr. Well, I would put the net worth at $100,000, rather 
than at $1 million. There are not too many in between $100,000 and 
the $1 million classification. 

Senator Wiiu1AMs. One question, finally, and I don’t know whether 
it has anything to do with this subject matter; your company, the 
Prudential Insurance Co., has come to the conclusion that there is 
going to be a revival of the centers of the big cities, have they not? 

Mr. Jewerr. No, we have not, though a lot of people think that 
there will be a revival. Now and then there is some indication of 
it that we are finding in some places; and there are other places that 
are in trouble for various reasons—shopping centers are not the only 
reason. 

Senator Witit1ams. You have committed yourself to a major center 
in Boston ? 

Mr. Jewerr. Yes, sir. And we are having the most trouble with 
eur retail loans—are you familiar with Boston ? 

Senator Witu1AMs. Well, no. 

Mr. Jewerr. Well, east of the Common, that is the old 100 per- 
cent retail area, Washington Street and thereabouts, we have about 
20 investments and I think that before 10 years elapse, when some 
of these leases go out 

Mr. WituiaMs. Is that where you are redeveloping ? 

Mr. Jewerr. Our redevelopment is probably a mile away and will 
not contain too much retail. 

Senator Witi1aMs. It is basically housing? 

Mr. Jewerr. Housing and hotel and office buildings. 

Senator WiiuiMs. I guess that is all, Mr. Jewett, unless you have 
anything further you want to offer. 

Mr. Jewerr. No, I don’t think so, sir. 

Senator Witu1ams. Thank you. Your testimony has been extremely 
interesting and helpful and enlightening. 

Mr. Jewerr. I am sorry that T had g0 little time to get ready for it. 
The trip to Hawaii coincided with my appearance. 

Senator Wim1ams. Well, you certainly gave the impression of its 
being complete to me. Thank you very much. 

Is Mr. Harold O. Smith present ? 

Mr. Smiru. Yes, sir. 


STATEMENT OF HAROLD 0. SMITH, JR., EXECUTIVE VICE PRESI- 
DENT, UNITED STATES WHOLESALE GROCERS’ ASSOCIATION, 
INC., WASHINGTON, D.C. 


Mr. Snmirn. Mr. Chairman and gentlemen of the committee, I am 
Harold O. Smith, Jr., executive vice president of the United States 
Wholesale Grocers’ Association, Inc., of Washington, D.C. That isa 
national organization of wholesale grocers servicing food stores and 
supermarkets throughout the United States. 
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Senator Wiiu1aMs. We are happy to receive your testimony. 

Mr. Smiru. I will make this rather brief. 

In the absence which we regret of our witness, Mr. Armstrong, 
we do not have at this time specific case histories to ofler. 

I have, however, during the past year talked with a great many 
of our wholesale grocers throughout ‘the country and know that the 
problem of competing with chains for shopping center locations is 
extremely acute. 

Time and time again, even our most progressive independent super- 
market customers with an excellent record of management and finan- 
cial ability, backed by a strong wholesale grocer, will lose out to a 
chain in seeking a supermarket location in a new shopping center. 
Often the chain will be given a store lease at a much lower rental 
than that offered by the ‘Independent supermarket operator. 

The basic reason for this discrimination against an independent 
operator often lies in the policy of the insurance company or other 
investment organization financing the shopping center. The fact 
that such lending agencies appear to feel that there is a greater de- 
gree of security in corporate chain leases makes it imperative that the 
Federal Government take steps to provide independent and small 
business the kind of legislative protection that will give them equality 
of opportunity in the market place. 

America on wheels is creating an entirely new shopping pattern. 
Shoppers today are demanding convenient ‘parking space, resulting 
in the tremendous growth of ‘shopping centers in all parts of the 
country. 

It is easy to see that the supermarket with a good shopping center 
location has a tremendous advantage. Therefore, if the independent 
food retailers are frozen out of shopping center store locations, food 
distribution in America will be forced into fewer and fewer hands 
which, together with the growing trend toward consolidations, can 
develop virtual monopolies. 

Mr. Chairman, I would also like to comment on a figure given by 
Mr. Nelson in this morning’s presentation in which he was comparing 
the supermarket, or the food store, as a tenant, with other trades, 
and I think that he brought up the jewelry trade ‘and referred to that 
as having a 40 percent markup as against the food store with an 8 
percent markup. 

I would like to suggest, Mr. Chairman, that that figure is not 
exactly in line with the studies and facts in the trade, in that the 
food store, or supermarket, as you may wish to call it, actually has 
nearly a 17 percent, or greater, markup over its invoice cost. Ac- 
tually, instead of being a million dollar store when it lands in the 
supermarket category, In a good shopping center with a volume that 
comes near to $2 or $3 or even as high as $6 million—so with respect 
to the store locations, the 8 percent referred to against a $1 million 
store volume would be more nearly correct if it were 17 to 18 percent 
against a $1 or $2 or $6 million volume, or greater. 

Furthermore, there are independent stores in supermarkets, but 
we are finding ‘this barrier of apparent security regardless of finan- 
cial standing, “and having a good deal of weight in keeping this from 
getting the good new location which, as you can well understand, is 
going to be increasingly important as the marketing pattern shifts 
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more to the shopping center as the location where the housewife 
spends her money. 

Thank you very much. 

Senator Wiiu1ams. Your customers are basically independent? 

Mr. Smirn. They are all basically independent, sir. Some are 
what we call voluntary groups. 

Senator Witur1ams. What? 

Mr. Smiru. They are in voluntary groups, or voluntary chains. 

Senator WituiaMs. Yes, that is what I wanted. 

Mr. Sarru. But in those groups the stores are individually, fully 
owned by the operator. 

Senator WitxraMs. And they enter as a group, they have an agree- 
ment for cooperative buying, isn’t that about it ? 

Mr. Smirn. Well, they buy through the wholesaler, but, as much 
as anything, it is in cooperative advertising. In other words, in 
Knoxville, Tenn., as an example, you have two newspapers. The 

age rate on each is about $500, and that would be $1,000 a month— 
Son mean a week, advertising cost, just to be in the newspapers. Well, 
if one store had to carry that that would be quite a burden; but as a 
voluntary group they can separate the cost very much as the chain 
operators separate their cost over a number of stores. 

Senator Witu1aMs. And distribution comes under their cooperative 
arrangement ? 

Mr. Smirn. Yes, sir. Well, many store services—stronger engi- 
neering, training of their produce and other department heads—quite 
a program, in order to give them the same advantages as independ- 
ents, as the corporate chains enjoy in their management of groups 
of stores. 

Senator Wiru1ams. And many of these are graduates of the corner 
store school, is that correct ? 

Mr. Smirn. They are most all, or they are maybe the sons of the 
corner store owner, yes. 

Senator Winu1aMs. And they are establishing supermarkets ? 

Mr. Sarru. Very definitely, some of the very best supermarkets 
in the country. 

Senator Wiz11ams. Are they having the same experiences as the 
totally independent unallied merchant in getting the shopping center? 

Mr. Smiru. Well, as a matter of fact, some of the best supermar- 
kets are not affiliated, some of what we call contract stores, they will 
contract with the wholesalers to give them service the same as the 
voluntary group gets service, and some of the very large supermar- 
kets are not affiliated with a voluntary group. 

Senator Witu1aMs. I will have torun out fora roll call. It usually 
takes only about 5 minutes or so for that to be completed. There 
might be other questions and you might continue. I will read your 
testimony. 

Mr. Smirn. Thank you. 

Mr. Forzy. Do you have any comment on the statement by Mr. 
Jewett that at least in the food field, the independent food dealer has 
been declining in the past 20 or 30 years? 

Mr. Smriru. I think the records will indicate over the past 20 years 
the volume of food business moving to the consumer through the cor- 
porate chain as compared to its going through the independent forces, 
has not varied more than about one percent over the past 20 years. 








re 


e 


i ad 


we ' —— 2 we 





SHOPPING CENTERS—1959 149 


That does not mean that some of the independent stores are not 
going out of business, because they are; the larger growth of the inde- 
pendent stores is keeping the volume level. 

However, as you can see with the changing pattern to the shopping 
center, the independent, regardless of his efficiency and his good fi- 
nancial rating, if he cannot get the shopping center location, is going 
to give the corporate chain that can get the shopping center location, 
an advantage that has nothing to do with the prices to the consumer 


or the service to the consumer; it is merely a matter of location. 


Most of the independents and good operators today are giving 

rices that will match anything that the chain can offer and a qual- 
ity of merchandise that cannot be surpassed in any market today. 

Mr. Fotry. Where did you get the information that you take as 
the basis of these figures ? 

Mr. Smiru. You mean as to volume and so forth? 

Mr. Fotry. Yes. 

Mr. Smiru. They are in trade publications from actual trade studies 
made by people like the Progressive Grocer magazine; Food Field 
Reporter; Food Topics magazine; A. C. Neilson Organization, and 
people like that. They are readily available and they are kept 
current. 

Mr. Fotry. Did you have any questions, Mr. Putnam ? 

Mr. Putnam. No questions. 

Mr. Fortry. That will be all, Mr. Smith. Thank you very much. 

Mr. Smrru. All right, thank you, sir. 

Mr. Fotry. At this time we will call upon Mr. Agnew. 

Mr. Agnew, the Senator is reading your statement. He is out for 
a roll call now. We will reserve you for questioning when he comes 
back; and he should be back by the time you are through reading 
your prepared statement. If you would like, please come up and 
read your statement for the record. 


STATEMENT OF WALLACE B. AGNEW, VICE PRESIDENT, WALKER 
& DUNLOP, INC., WASHINGTON, D.C. 


Mr. Acnew. My name is Wallace B. Agnew. I am vice president 
of Walker & Dunlop, Inc., a mortgage banking firm with offices in 
Washington, D.C. and Baltimore, Md. My position with the firm 
is vice president in charge of commercial and industrial leasing and 
financing. 

Financing of commercial real estate is divided into two parts: (A) 
Financing of real estate improvements for local merchants, devel- 
opers and investors; and (B) Financing of real estate improvements 
for developers and investors where the financing is secured by a lease 
with a corporation which has national credit status. 

In the case of (A), a loan on the real estate may be obtained from 
a local bank, trust fund, insurance company, pension fund, et cetera. 
The loan is based on the appraisal of the real estate and the credit of 
the signer of the mortgage. At the very best the loan will not ex- 
ceed 70 percent of the appraised value of the real estate and improve- 
ments and in most cases it will be less. These facts relate to a local 
merchant owning his own store, or an investor who leases to a local 
merchant. 
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In case (B), the financing is secured by a lease with a corporation 
which has national credit status. The amount of the loan is related 
to the strength and quality of the lease. This is based on the assump- 
tion the lessee is a national chain with top credit, that the lease is for 
a long term and at a fair rental. As an example, a typical drug- 
store chain lease would be for a term of 20 years at an annual guar- 
anteed rental of $2 a square foot versus 314 percent of gross sales. 

A developer leasing a shopping center naturally desires to make 
a good return on his investment. This developer also desires to build 
the shopping center with as large a loan as possible and a minimum 
amount of equity capital. He desires the best merchants because his 
profits will come from the percentage rents and he naturally feels 
that the better merchants will do the highest volume of business. 
Who are the better merchants? Sometimes national chains and some- 
times local merchants. If he fills the center with local merchants 
he will have a difficult time with his mortgage financing. If he fills 
the center with national chain tenants, assuming their statements are 
acceptable, he will find that he can obtain the highest mortgage and 
therefore his equity capital necessary will be at a minimum and most 
developers follow this pattern. It is possible to have 60 to 70 per- 
cent national chain tenants and this ratio is followed by many 
developers. 

I would like to qualify that statement. Sixty to seventy percent 
means in my terminology 60 to 70 percent of the space in the center. 
I have previously heard other witnesses speak of that many tenants. 
I am speaking of space. 

Leasing an existing building does not present the same problem 
because the building has already been financed and an investor or 
owner may easily lease to a local tenant or merchant, but if there is 
to be any major remodeling job to modernize this building so that 
the merchant may compete, the owner will find it difficult to borrow 
money with the local merchant’s lease. If he leases to a national 
chain, he will find it easy to borrow capital for the remodeling. In 
cases of new construction, remodeling of old buildings or refinancing 
of old buildings, the lease is assigned as security for the mortgage 
and it is the strength of the lease that governs the amount, term, and 
interest rate of the mortgage. These facts may be applied to sub- 
urban shopping centers, downtown retail buildings, office buildings, 
medical buildings, warehouses, distribution buildings and industrial 
plants. 

I will qualify that to be small industrial plants because most of 
the large industrial plants are financed through debentures, bonds, 
or direct loans. 

This subject has no relationship to the fixtures and equipment with- 
in the buildings, nor is it related to business loans. Very few mer- 
chants, both local or chain, own the real estate and improvements 
in which they operate their business. As shopping centers are built 
or buildings remodeled or built in the downtown, merchants strive 
for the new and better locations and the stronger the credit of the 
merchant the better the chances are of obtaining the new or remodeled 
locations. Strong leases are necessary for financing of real estate im- 
provements, whether it is a new building or the remodeling of an 
old building; and a definition of a strong lease is a good merchant 
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with a top credit rating. Credit ratings, as stated previously, are 
divided between local and national, with the national being by far 
the stronger. In the leasing of stores, whether it is in a shopping 
center or the downtown, the investor desires the strongest lease to 
obtain the better financing; also, there are only so many top loca- 
tions available which go to ‘the strongest tenants. 

The trend in commercial business leasing and mortgages is based 
on higher and tighter credit requirements and the local merchant is 
generally unable to meet the competition of the large chains. The 
future of any merchant’s business is based on his location. Many 
fine merchants, who do an excellent job of merchandising and are 
recognized in their communities to be leaders, are unable to obtain 
the top locations because of the fact that they are not national in 
their scope of operations. This entire picture, whether it is com- 
mercial or industrial, is based on credit and the methods of deter- 
mining credit are now working to the disadvantage of most local 
merchants. 

Mr. Fotry. Thank you, Mr. Agnew. 

We will now wait until Senator Williams comes back. 

We will take a recess now. 

(A recess was taken.) 

Senator WitiiAMs. We have a few questions. 

Mr. Acnew. All right, sir. 

Senator Witur1aMs. Mr. Foley. 

Mr. Fortry. Mr. Agnew, would you outline for us if you could 
briefly the steps that are taken by the developer regarding financing, 
I would like to have that clarified. What does he do? 

Mr. Acnew. When he starts off to finance the center ? 

Mr. Forry. That is right, and before you answer that, perhaps I 
ought to lay a foundation by saying: Have you ever participated 
in one of these ? 

Mr. Acnew. Yes; I have participated in a number of them. 

Mr. Fotry. About how many? 

Mr. Acnew. Oh, I would say seven. 

Mr. Fouey. That you have arranged financing for? 

Mr. Acnew. No; I am speaking of where we have done the leasing 
and financing, done part of it, in some eases acting as agent and 
in some cases acting as owner on our own account. 

Mr. Forry. All right. 

Mr. Acnew. We should keep in mind at all times that we have to 
finance the center and we want to finance it as well as it is possible 
to do so and we are striving to get the best leases possible. 

Now, the best leases, as I outlined here, would be the merchandise 
tenants, it would be the best credit rating, and we want those leases 
at as high a guaranteed minimum rental as possible and for as long 
as possible a term. 

And in this financing we are keeping in mind during this lease 
period, that when we obtain enough leases or when we complete what 
we consider our major leasing program, which is most of our national 
credit tenants, and in some cases several of the leading or best in their 
field local tenants, which would be, as discussed earlier, tenants who 
have a fine credit rating locally and would be probably up around 
that $1 million class or “somewhere close to it, we then go after our 
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financing, and we don’t wait to complete the leasing because the 
leases obtained so far would be in the majority, and it does not 
necessarily have to be 70 percent. 

We do not have a rule but it is generally well over 60 percent of 
the space; but in our own appraisal, on these leases, when reduced 
to net, will meet our estimated—and reduced to net means taking out 
the taxes, insurance and maintenance and the capitalizing of these 
leases, and when doing this with these top credit leases, we are able 
to meet the debt service, which is the mortgage that we estimate we 
can get and want—this also determines the amount of mortgage we 
can obtain, and then we go after our mortgage financing. 

Sometimes there is 30 percent space left, sometimes there is only 
25 percent, depending on how well our leasing has been going, and 
that depends on the location of the center. 

We take these leases to wherever we have been planning to go 
to do our financing. We don’t shop around. But if it is a large: 
center we have to go to one of the major insurance companies: but 
if it is a smaller center we can go to one of our own companies, and 
we make our own appraisal. 

Very often they require an outside appraisal to go along with our 
appraisal, and in this way we make a package and an application for 
a mortgage. 

We have, as I stated, less than 20 to 40 percent of the space—well, 
generally less than 40 percent of the space to be leased, but which 
we will still attempt to get the best leases possible; but often they 
have to be what we call the fill-ins, we call them, and that covers 
your service stores and some of your local clothing stores. 

Generally I would say it would be tenants that we would be unable 
to lease on a national basis. In other words, your national tenant is 
what we use, we go as far as we can with the top credit leases. 

Mr. Fotery. Is this true of downtown as well as shopping centers ? 

Mr. Acnew. Downtown—well, this is what we did at one center at 





Hyattsville, Md., which is a redevelopment, where we bought some: 


old worn out area and where we tore down the buildings and we are 
leasing a small center in this area and it is downtown, and because 
of its strategic location we did very well. We got higher rentals, and’ 
of course we paid more for the ground, we were in a higher-rent 
area and it was more expensive all the way. 

The reason I would say it did not apply to downtown is, if you 
have to divide it up between shopping centers and individual stores— 
now, an individua] store downtown in an area that has been 100 per- 
cent to 80 percent shopping area for a number of years, that has 
proven to be—that is beyond the experimental stage, that is proven 
to be a good merchandising area and every city has that 100 or 80 
percent area. 

Now, a vacancy in that area we lease, naturally, to the strongest 
tenant; but if we have remodeling, if it is a loca] tenant we generally 
tell them they have to do their own remodeling, but if it is a tenant 
like Singer Bowing Machine or one of the big variety stores of 
that nature, we get a long-term lease and in the lease is the cost of 
the remodeling. In other words, they pay us a little more rent than 
usual by which we can amortize the cost of the remodeling, through 
the terms of the lease, and it is no problem, that lease is fnanciable 
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through any finance institution, whether it is an insurance company 
or a pension fund, and even if we are looking for short-term money, 
we can go and get it through the banks, but generally we do it through 
insurance companies or pension funds. 

Mr. Forry. One last question. As a person that has had consider- 
able experience in the real estate and mortgage financing business, 
what is your reaction to the proposal of Federal insurance on leases— 
what are your opinions on that subject ? 

Mr. Acnew. Well, first let me say that I have listened to most of 
the hearings and it has been concentrated on shopping centers, as 
the letters requesting to be heard stated, shopping centers. 

But I think that this business of financing stems beyond shopping 
centers, and the subject and the problem we are talking about, I think 
in my experience, it fits into downtown remodeling, considerably—and 
there are many merchants downtown who would like to remodel their 
store completely, but it is a very expensive business and there are 
many—well, even going into the office buildings, we find that we do 
the same thing in one of our new office buildings; we prefer ELCO 
Boat or someone with top credit, to local groups of lawyers, so it 
works in all phases, and it also extends into the trucking terminals 
and small industrial plants, distribution centers with which we have 
had lots of experience. 

We have the same problem in a building that we are having for 
lease right now, under construction, where we turned down—we have 
had tenants for them but we are not taking them, it is a question of 
having the strongest tenant so that the builder will get the better 
loan, and it goes on all the time. 

I think this subject extends into all of these fields. We cannot 
obtain the mortgage on the office building or the medical building 
until you have it pretty well leased, and the strength of your lease 
is the one for your mortgage. 

So, therefore, to answer your question, I think that you are not go- 
ing to change the method of finance, and you are not going to change 
the method of establishing credit. I think that has been going on 
since this country was built, and I don’t believe it is possible to change 
that around, so the only answer is in some way, to assist people who 
need assistance who, in this case, happen to be what we are talking 
about, the small merchants, the local merchants and, of course, we 
have heard discussion between what is a small merchant, a local mer- 
chant, and this changes in each location. There is no set rule that you 
can apply in all this, because it changes from day to day in various 
locations. 

But, just going in generalities, the small merchant or the local mer- 
chant—this idea of lease insurance, as I see it, is similar to the way 
we have financed veterans’ housing and similar to the way we have 
financed houses through FHA. 

There is no doubt but it would help to do a considerable job. I 
have heard other people talk about the dangers of it. I don’t know 
what the dangers of it would be, but I can see it would help—cer- 
tainly, the danger of overbuilding—I have a feeling that the insur- 
ance companies would personally stop that. 

_I think they have tightened up recently on credit, or they have 
tightened up in a manner where we are finding it difficult to process 
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mortgage applications for both small and large centers, and in our 
appraisals we are required to state the amount—we now not only have 
to state that but map and show all competition in a certain area in this 
shopping area which the mortgage application covers. 

They are making us account for this in granting mortgage loans, 

So, I see a sort of tightening up in certain areas of mortgage loans 
automatically from the insurance companies who are prob: bly" worry- 
ing about over-building. I am not so sure that the over-building 
would happen, would come about, and maybe it should be controlled. 

Somebody earlier suggested that lease insurance is a good answer 
until somebody figures out something better. I don’t know of any- 
thing better. It would ¢ ertainly help : a lot of people. 

Senator Wii1aMs. You think the insurance companies would be 
conservative even though there were Government insurance ? 

Mr. Acnew. Yes, I think they would. 

Senator Witi1ams. To the point where they only allow people, 
merchants who were insured or who have AAA rating? 

Mr. Acnew. No, I don’t think that at all. I think that they 
would—if an application for a shopping center or a large project 
came in in which competition was important, if there were a lot of 
competition in the area, past the danger point, they might refuse 
to make the loan at all, and in any case where a small industrial 
plant is in competition to another plant, that doesn’t mean anything, 
it is a little different situation, but I am assuming that this lease 
insurance that you are talking about would cover ot her than shopping 
centers and would cover small business which is not just merchants. 

Senator WixuiaMs. Well, I guess that is all, and thank you very 
much, Weare glad to have the benefit of your thinking. 

We are glad to have Mr. Douglas Rees. Mr. Rees, we would be 
glad to have your testimony. 


STATEMENT OF DOUGLAS REES, REES, THOMSON, SCROGGINS, INC., 
REALTORS, MINNEAPOLIS, MINN. 


Mr. Rees. Mr. Chairman, my name is Douglas Rees and I am 
from Minneapolis, Minn. 

Senator WiiuiaMs. How about a little background on yourself 
and your business ? 

Mr. Ress. Well, I have been a realtor since 1924 and since 1934 
most of my work has been in commercial retail development, both as 
a consultant to other prospective landlords for commercial real 
estate—but also as agent for national chains who want to lease retail 
real estate. 

I own two shopping centers now and have owned others and have 
developed others, as you gentlemen know from my written state- 
ment. I am very happy to be here to supplement that statement.’ 

I think that this is a critical and urgent situation and it seems to me 
that in a few brief moments here perhaps I could supplement my 
written statement and some of the other testimony I have enjoyed 
hearing, by giving you for example, three cases within my own knowl- 
edge of what I call good local tenants who should receive mortgage 
benefits from any intelligent mortgage lender and who did not get 





3 See p. 161 for prepared statement. 
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them. My remarks will be quite brief if I may proceed, Mr. Chair- 
man. 

Senator WiiuiaMs. All right. 

Mr. Rees. In this case I am talking about what I consider to be 
a typical shopping center because it will be middle size, approxi- 
mately 15 acres of land and it has 26 tenants. It is in a middle west- 
ern city. Its neighborhood population—and usually in a shopping 
center we take the maximum 5 mile radius and usually a 3 mile radius 
for what we call the zone, and the population in that area is some- 
thing about 150,000, and that is something like the good average 
shopping center. 

It was built about 3 or 314 years ago and it has always been 100 

recent, and it was 100 percent full when we built it, when the owners 

uilt it. 

The retail sales of all of the tenants combined, the total gross rental 
income has increased about 10 percent each year of those 3 years 
even including the year which was the autumn of 1957 and the spring 
of 1958 which is generally considered to be a recession in the rental 
field, and in that shopping center I have the following three tenants 
who have never ever received from any mortgage lender any mortgage 
credit anywhere comparable to what a national chain would have 
received. 

One is a retail druggist who has a 7,500 square foot drugstore and 
is currently doing in that drugstore about $600,000 a year gross retail 
sales. Now, if you have comparable figures, you can see he is a good 
merchant and he has proven that he is a good merchant because he 
is now the third generation of his family to be doing business in the 
drugstore field in that same quadrant of this metropolitan city, the 
same area. They have now four stores and they have been in business 
40 years in that family and all three generations of that family were 
willing to personally guarantee their company with a 15-year lease 
with a reasonable minimum guarantee, not quite as high as Mr. 
Agnew cited but approximately so, where the percentage is correct, 
the minimum guarantee is correct, and the net worth of these three 
cosigners exceed ed $600,000 and the gross worth was about $800,000. 

In other words, with $600,000 net worth he had only $200,000 total 
debt for all three of them, actually, and with an excellent earning 
record going back, and he has had no consideration as a tenant, and 
they are probably selling at least 50 percent more goods and conse- 
quently paying 50 percent more rent because of his percentage, than 
our best chain in that same city—than any chain Artigetdrs would 
have done if they had been the tenant. If the chain drugstore had 
been permitted to move in, the landlord could have borrowed on his 
mortgage something about $100,000 more than he was able to borrow. 

This particular landlord had the motivation, which I suppose 
makes the individual merchant want to be a local merchant rather 
than give up and go to work for Woolworths 

Senator Wituiams. The chain would be paying less rent, too? 

Mr. Rees. Yes. 

Senator Wiii1ams. Senator Humphrey said yentercay that there 
is something upside down, do you remember, that is the situation ? 

Mr. Ress. I will come to that and I would be awfully happy to do 
that, because it is interesting. 
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We have a furniture dealer who had been since 1882 in that same 
neighborhood and had gotten to be 78 years old. He is a bachelor 
and he is the last member in his family to run that furniture business 
that had been in the same neighborhood (but in an older store with- 
out parking) so he welcomed the opportunity to keep in that neigh- 
borhood but came to a new building with parking facilities. 

He personally guaranteed the lease on his furniture store because 
he wanted to help the two younger, middle-aged managers who had 
been faithful to him as he grew older for the last 15 or 20 years— 
and here I point out to you that he had continuity of management 
which is one of the things that we know is important. 

At the time the new lease was made he gave the business to these 
two competent proteges of his that he had been training and who had 
been with him over 15 years, he gave them the business and personally 
guaranteed their lease, and we had the bank in this city certify in 
writing that he had at the moment on deposit in that bank $275,000 
and no debts at all, he didn’t even run a 30-day charge account, he 
took cash to pay for everything and he had no debts at all—he had 
$275,000 of his own, guaranteeing something that normally should 
not have required any guarantee with a 50-year history, with com- 
petent management, continuity of management and no mortgage debt. 

We have a food merchant whom I have personally known for over 
20 years. He had been a supervisor in that region for a chain and 
he left them in 1946 and opened up his own super-market with a 
silent partner furnishing him the adequate capital that was needed 
and in those intervening years he has become known by everyone who 
knows the Twin City communities as one of the outstanding and lead- 
ing food merchants, young, aggressive, well trained, dependable. His 
average retail sales were among the highest, and I think the highest, 
in the Twin Cities year after year. He would sell in his average 
year in his average store (and he had four) $350 worth of merchan- 
dise per square foot per year. 

That is awfully good, gentlemen, compared to most of them. 

In this shopping center he wanted to bid against one of our re- 
ional chains. He did his best. He took out and paid for a $50,000 
ife insurance on himself and assigned that to his intended landlord. 

He went to our largest regional milk distributing corporation which 
is a corporation of several million dollars and got them to guarantee 
his lease for the first 5 years and he also personally guaranteed his 
lease. 

There again we have the things we should have; continuity of man- 
agement, proven ability, personal integrity—but no mortgage credit. 

The developer of that Ee onatiig center wanted to have local tenants, 
first, because they are going to be more profitable. Secondly, because 
he felt that in this Nation we have got to have local tenants just like 
we have got to have local merchants—but I will tell you what it cost 
him. 

Allowing for the fact that he bought the land in 1946 and 1947, 
and allowing for the fact that that developer charged no cost account- 
ing at all for his time or ability or for his energy, he ended up with 
over $300,000 of his own working capital frozen in that shopping 
center and was only able to get a mortgage of $900,000, although that 
shopping center had been appraised that year by a very competent 
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local appraiser, one who was well thought of by major mort lend- 
ers, at $1,550,000, and that appraisal was obviously correct because at 
that time he stated in his appraisal that if the ——— trend, when 
it opened, would go as well as he himself thought it would, he thought 
that within 3 years the gross income would be $158,000, whereas the 
initial guarantees were only $127,000 and.-he stated in that original 
appraisal of $1,550,000 that after 3 years if the income increased as 
he forecasted of $185,000 a year, he would then reappraise it at 
$1,950,000 value. 

You have heard in your testimony that the insurance company lends 
70 to 75 percent of value. Gentlemen, they don’t do it, unless they 
have what they cal] AAA rating. 

I have no quarrel with the mortgage lenders. They are using their 
own money and they are entitled to use their own judgment—and by 
the way, I think it 1s a very happy thing today that I have not heard 
any implication of criticism toward the chains, and this whole hear- 
ing has been so constructive, they were not trying to say that the 
chains are doing anything wrong—and, gentlemen, they are not try- 
ing to put the loca] retailer out of business. : 

hat they are trying to do—and I think it is fine—is to give the local 
retailer help in this normal balance of competition with the chain and 
I am very oe and proud that you gentlemen have seemed to be 
thinking along those lines. 

I don’t blame the life insurance lender for using his own judgment 
but I do think that his judgment is wrong. 

I have had it said to me time and time and time again, gentlemen, 
and I have had it said to me within the last 48 hours by the authorized 
representatives of major life insurance companies, “No matter what 
your value is; no matter what your economic forecast is; no matter 

ow good things look ; we will only lend to an amount in dollars which 
can be amortized within the lease term by the guaranteed leases of the 
major chains only, after first deducting operating expenses.” 

Now, that means that they not only want to be sure that the property 
pays expenses, they also want interest guaranteed, and they want their 
principal guaranteed, too. 

They are not even willing to risk, gentlemen, at the end of 20 years 
that they might have a tiny balance of that first mortgage loan left 
over, secured by the value of the buildings and the obvious land value, 
they want every dollar paid back, and it is certainly true, gentlemen, 
that unless a developer is willing to be so courageous or foolish, which- 
ever you wish to call it, that he is willing to put in an abnormal amount 
of his own risk capital, unless he is willing to do that, he is forced to 
exclude good ieeal sesnchionin and take practically all AAA chains— 
have I got 5 minutes more time ? 

Senator WituiaMs. Take whatever time you need. 

Mr. Rees. Thank you. 

You heard testimony that usually works out to be 70 percent of the 
probable total rent. 

Do you realize that, first, we are referring only to the guaranteed 
portion of those loans. Now, the ordinary shopping center, at least 
the ordinary retail lease anywhere, is written as a percentage of sales 
with a minimum guarantee. 

Now, no tenant in his right mind—and I have, as a realtor, repre- 
sented many tenants—no tenant in his right mind is going to go to 
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the landlord and say, “I am going to give you a percentage of m 
sales and rent without a ceiling and I will also guarantee you a mini- 
mum of as high as I think I am ever apt to receive.” 

I know that the chains don’t. The chain will say to the rental and 
leasing agents, “If you want a percentage lease with a minimum guar- 
antee you must accept a minimum guarantee that is much lower than 
the rent which we ourselves honestly expect to earn and pay on 
percent.” 

So, if the lender looks only at the minimum guarantee and the 
minimum guarantee only of the major chains, he is then forcing the 
landlord to become in some cases 100 percent for the chain as against 
the independents, because they will offer minimum guarantees that 
are considerably lower than they will actually take. 

You would think that irrespective of the local tenants—and I will 
grant that you don’t have there such a perfect continuity and so on— 
a mortgage lender that had 80 or 100 or more loans on similar classes 
of property for a major chain, if you will, he will grant Walgreen, say, 
but—well, he will be willing to assume that situation year after year, 
they always earn and pay rental higher than their minimum guaran- 
tee—you would think that the mortgagee would be willing to lend, to 
draw on his own proven knowledge, but he is not, and he does that 
for perfectly proper reasons, because the ordinary, gentlemen, the 
average shopping center has a properly balanced group of tenants, 
and each tenant will of course pay the rental rate which is normal for 
its line of business—some 1 percent, some 7 percent, some 3 percent, 
whatever the line would be—and they will sell $50 to $60 worth of 
merchandise per year per square foot, it is all the same, and if they 
are well balanced groups of tenants, then in my opinion the average 
rate of return on those will average 3 percent. 

I give you those figures, gentlemen, purely as being my opinion. 
Of course, these figures could be challenged. 

Well now, we have again come back to the point that with those 
demands made by those mortgage lenders, who have I think become 
unreasonably conservative, there is very little room left for the good 
local merchant, even the kind of good local merchant that I have 
cited, those three. 

Now, I don’t think that we should try to give either insurance or 
lease guarantees to every local merchant. I don’t think that you 
could do that any more that you would offer college study grants 
indiscriminately to people who have not gone to grade school first. 

Obviously, standards can be applied. They should show con- 
tinuity of management. They should show an earning record going 
back if you like, 5 years or 7 years or 4 years or whatever is good. 
And they might perhaps be required, if there is one strong personality, 
to have life insurance against the life of that sole principal. 

It is those kind of things, sir, that I think that we need to furnish, 
either some form of lease insurance or some form of lease guarantee, 
otherwise they are not going to get any space. 

And you have this situation, gentlemen, and the reason why it be- 
comes more critical right now is that within our own lifetime and 
particularly since World War II, we have had three things happen 
simultaneously. 
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You have had the population and the total volume of retail goods 
sales expand much faster than downtown could physically expand, at 
a faster rate and a greater total value. 

You have then forced this extra volume of retail sales to do business 
somewhere else than downtown. We are not talking now about 
taking away something from downtown. We are talking about doing 
the new business that has been created by new conditions since 1946 
which downtown could not physically do even if it wanted to—it is 
either going to be done some place else or it is going to be lost. 

We are, obviously, a growing economy, we are a dynamic Nation 
and we don’t want to throw business out of the window, we want to 
keep it and we want prosperity to increase. And so, that has to 
go elsewhere than downtown. 

In those same decades you have seen a tremendous increase in over- 
all zoning restrictions and a constantly lesser total area being per- 
mitted to be occupied by commercial retail. 

And in that same period you have seen the chains multiply and 
grow manyfold. 

So, you have got three factors all of which simultaneously become 
critical now and operate to the extreme disadvantage of the local 
merchant, and which I think is all happening without any conscious 
malice or plan on the part of the AAA chains. I am certain that, 
of course, this has not come into being because of any conscious malice 
of the mortgage lender, it is just the situation. 

The only way I know to fix it is to do what you gentlemen are 
thinking about. I am very happy if you figure out some sensible 
plan, either insurance of rents, or to guarantee them. 

I personally think it might be very possible to use the medium of 
this new SBI,* the investment corporation, as a source of guarantee- 
ing loans on projects which could be committed ahead of time to the 
local tenant in a form where that commitment could be endorsed to 
the mortgage lender, but the loan not be made until it is needed or if 
it is needed—and you wouldn’t find it needed many times. 

Mr. Fotey. If you did that, Mr. Rees, would not the Smal] Business 
Investment Corp. be an insurance company? Aren’t they in effect in- 
suring the lease ? 

Mr. Rees. I don’t think that they can do anything more helpful 
for the general business welfare of a good local tenant than to keep 
him from being put out of business. 

_It doesn’t seem to me that you are going to help him much, to lend 
him working capital or lend him on his inventory or lend him on his 
fixtures if, the day after you made the loans to him, the landlord 
kicked him out. And | don’t think that you would be helping him 
much if you made him a loan and he is out of business because nobody 
wil] rent him space. 

_ Mr. Forey. Let us assume that the Small Business Investment Corp. 
is formed and it has $500,000 capitalization. They are authorized 
to extend aquny capital or to make loans. 

Mr. Ress. That is right. 

Mr, Foun. To small business companies, 

Mr. Rees. Correct. 


*Sma)) Business Investment Corp. 
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Mr. Fotey. How would you propose that they could commit part 
of their investment to a retail merchant and make a return on it? 
You see, they are only authorized to do one of two things: make 
equity capital available or make loans. 

Mr. Rees. I realize that the local citizens who furnish the initial 
stock capital are going to have to be pretty abnormally business 
minded and eleemosynary to do that without asking for some normal 
yield from it on their share. 

And I realize that the Government does not want to be furnishing 
its share of these funds by the debenture route as provided in the act 
here, without reasonable expectation of getting even, because the 
Government has got to borrow money oa pay interest the same as 
anybody else. 

I do think this situation may be critical enough at this time so that 
a portion of those funds which the Small Business Investment Corp. 
was willing to earmark for lease guarantee loan commitments, might 
be spared for a reasonable interval from a yie:d cost charge by the 
Federal Government, not all of it, but part of it. 

I think it is perfectly possible that the guarantee loan funds might 
represent only half of the tenant’s loan obligations and I think that 
if the Small Business Investment Corp. were to be used for that pur- 
pose, among others, that certainly the tenants who are benefiting by 
it should be required to buy a substantial part of the stock—I don’t 
mean a major part, but, if you like, 5 percent each—in other words, 
they can’t have cake without effort, but it seems to me by some device 
like that, and it might be a lot simpler than the complicated FHA 
type of insurance system, perhaps we could in a very simple way 
test this out. 

We might add just enough sweetness to those good local leases so 
that, combined with the very salutary effect that I imagine that these 
hearings might have on mortgage lenders—and I suspect that the 
are going to follow and read this testimony pretty hard; I would, 
if I were a mortgage lender—we might get this in rather a painless 
way, that is, the mortgage lender cout do two things. 

First, he would be willing to say that he only requires the guaran- 
teed minimum of the AAA majors which cover operating expense 
and interest—in other words, he will look either to the local tenants 
or to the probable bonuses for his principal repayment, or else he 
would say, “Yes, I will now include, for two-thirds value if you like, 
such local tenants as have been qualified by that SBI Corp. and who 
have shown their good faith in that qualification by buying stock in 
that guarantee project.” 

Now you gentlemen have, of course, given this matter much more 
thought than I possibly «uid have done and will give much more; 
but I am just trying to show you what you could do, you could use 
the machinery you have now. 

Mr. Fouey. Mr. Rees, I assure you that. we appreciate your sug- 
gestions. One last question if you don’t mind, Mr. Chairman. 

Senator Wixiias. Yes. 

Mr. Forey. I am just wondering whether Mr. Rees would agree 
from the experience that he has had that in some cases a good local 
merchant would do more business and therefore pay more rent than 
a chain in the same retail field. 
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Mr. Rees. That question should be answered both ways. 

One of our largest retail corporations, one of the world-wide retail 
corporatioins that we are all proud of will characteristically pay, 
including percentage, probably the lowest rentals per square foot of 
any tenant In any a center in the United States of America— 
that will be the normal average. 

Then the landlord who takes them will be doing so for reasons of 
his own as to why he wants them there, because of their mass, their 
appeal, their prominence and so on. It will be a very r invest- 
ment for him. That won’t be true of all big retailers and, of course, 
some local businessmen, of course, will turn out not to be too good. 

But I think that it is very frequently the case that the local man 
who knows his local market and his local needs and the local habits, 
if he is reasonably financed, will manage to sell so much merchandise 
and do it so well that he can afford to pay more rent for the same 
space and yet sell his merchandise as cheap. And that is what makes 
the towns and cities of America good places to live in. We need them 
both. 

Senator WituiaMs. We are going to have to adjourn and I have to 

over and vote. We appreciate your being here very much. And 
Racor Humphrey will be pieinel the first time we get together of 
the good job you did in helping us. 

Your prepared statement, Mr. Rees, will be included in the record 
at this point. The statement follows: 


PREPARED STATEMENT OF DOUGLAS REES, DEVELOPMENTS AND INVESTMENTS, REES, 
THOMSON, ScROGGINS, INC., REALTORS, MINNEAPOLIS, MINN. (ADDRESSED TO 
SENATOR JOHN SPARKMAN, CHAIRMAN, SENATE SMALL BUSINESS COMMITTEE) 


My dear Senator, I promptly reply to your kind invitation to appear at your 
hearing, April 28 and 29 concerning alleged discrimination against independent 
retailers and small business merchants in retail areas and shopping centers. 
Some Minnesota court cases, presently scheduled for Minneapolis, commencing 
Monday, April 27, may make my personal appearance impossible. As per your 
letter, I will advise Mr. Foley by telegram on Monday whether or not I can be 
present on Tuesday or Wednesday. 

My information, my opinions, and my testimony would be as follows: 

1. The claim is genuine and can be supported by factual data. The best 
retail locations, both in downtown retail areas, and in neighborhood areas, 
and in shopping centers, are usually preempted by the larger corporations and 
the national retail chains. 

2. This situation has arisen because, under present conditions of scarce mort- 
gage money, tight bank loan conditions, and high real estate taxes, and high 
remodeling and construction costs—under these conditions the larger corpora- 
tion, or the national retail chain, can offer a lease on which the landlord can 
borrow much more money, much quicker and easier and at a lower interest 
rate, than on a lease by any good local independent merchant. 

3. The bankers and mortgage lenders claim to feel their responsibilities to 
their stockholders and directors to make “safe, good loans.” But, in fact, all 
too frequently these bankers and mortgage lenders only want to make “easy” 
loans which do not involve the exercise of normal business judgment in evaluat- 
ing credit risks. 

4. Wise landlords would prefer good local merchants, in many, many cases. 
A good local merchant will be better conversant with the needs, habits, wants, 
preferences, and prejudices of his own customers. A good local merchant will 
be more “flexible” in his operating program. A good local merchant will fre- 
quently be able to earn and pay higher total rentals (total rentals usually 
include bonus rentals computed as monthly or annual percentages of sales, over 
and above minimum guaranteed rentals). 

5. Any properly well-balanced retail community should include both the good 
national retail chains and the larger corporations; also a most ample proportion 
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of good smaller local merchants. Any well-balanced retail community must 
include : 

(a) Complete, well-rounded lines of merchandise, including any reason- 
able need or want; 

(bd) Enough merchants in each line to provide diversification and reason- 
able competition, both as to lines and as to brand names, and as to business 
establishments and business personalities. 

6. Social and economic consequences of the present trend (discrimination 
against the ability of independent retailers to secure and maintain good busi- 
ness space) grows steadily more serious. I am sure that you in Washington 
agree with me that the welfare and prosperity of local retail merchants must 
be preserved as one integral part of the overall dynamic prosperity and welfare 
of this Nation. 

I desire again to emphasize that I am in no sense critical or hostile toward 
large corporate retailers or toward national retail chains. Most of my realtor 
work, since 1934, has been with or for such larger corporations and national 
chains. They have performed a tremendous service for us all in this Nation. 
Better merchandise, at lower prices, more conveniently available to the cus- 
tomer, this has been the contribution of “big business.” 

Most of today’s “big business” began earlier in our lifetimes, as ‘‘one small 
businessman.” Today’s “big business” could not do what it does for us in this 
Nation, if the conditions in earlier decades had not made such growth possible. 

It seems very important to preserve for the good local retailers of 1959, 
similar and equal opportunities for growth and progress in future decades. 

I can write and speak from sincere personal knowledge and experience, 
particularly including a well-located, well-planned shopping center which we 
currently lease (construction has already commenced) in Sioux City, Iowa. Our 
Sunset Plaza shopping center is intended to be a “metropolitan residential” 
shopping center (not a huge “regional type” shopping center). Sunset Plaza 
is intended to serve only the approximately 70,000 people who reside within 
an approximately 2-mile radius. Sioux City is a most typical community. 
Population is approximately 100,000. Annual wholesale volume is about $1 
billion. Annual retail volume (not including food or motor vehicles) approxi- 
mately $150 million. Sioux City has an adequately modern and prosperous 
downtown retail district. Sunset Plaza is its first “urban shopping center” 
(except for some small neighborhood business corner communities). Most of 
the national retail chains are presently represented in Sioux City (including 
Sears Roebuck, Montgomery Ward, Younkers, J. C. Penney, Woolworth, Kresge, 
ete., etc.). The Sioux City retail community also includes a number of long- 
established good, local businessmen (hardware, sporting goods, drugs, men’s 
furnishings, women’s apparel, etc., etc.). 

In my opinion, to best serve the needs and wants of our customers in Sioux 
City, and to best assure the prosperity of this landlord and our tenants, our 
Sunset Plaza shopping center should inc!:de about 35 to 40 tenants to occupy 
about 25 acres of land, with about 200,000 square feet of building area. 

More than half of these tenants should be local businessmen. There should 
be two tenancies in almost every individual line (food, variety, shoes, apparel, 
etc., etc.). At least one in each line should be a local independent merchant. 
Many of ‘the “auxiliary” tenancies should definitely be only local merchants— 
not chains (laundry, drycleaning, beauty, hardware, etc., etc.). 

Since the big corporations and the major chains usually occupy larger stores, 
the proper ratio, as compared with local merchants, might be properly esti- 
mated as two-thirds of the tenancies should be local merchants; 50 percent of 
the total floor area should be occupied by local merchants. But the present 
unreasonable attitude of most big mortgage lenders may be summarized as 
follows: 

“The net guarantee minimum rentals (not including probable percentage bonus 
rentals) from only the AAA national chains (not including even the strongest 
local merchants) must be sufficient to cover expense obligations for taxes, oper- 
ating expenses, mortgage interest, and required principal payments on mortgage 
principal” 

These requirements by most mortgagees impose on the landlord the necessity 
of “filling up” his space with 70 percent big corporations and national chains. 
This excludes many good local independents. It probably creates a shopping 
center which is less desirable for the community and perhaps less profitable for 
the landlord. 
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To reverse this trend and to encourage new opportunity for good local mer- 
chants I recommend : 


1. Influence and pressure, whenever possible, on big mortgage lenders 
to “open the door” for more good local merchants ; 

2. The Small Business Administration should provide help and support 
for good local merchants to improve their credit standing as prospective 
tenants. 


Hitherto in this letter I have necessarily assumed that most retailers, includ- 
ing local merchants, usually prefer to be tenants rather than to own and occupy 
their own premises. This is usually and increasingly true in order to preserve 
“working capital.”” Of course, the local merchant who owns his own business 
premises has similar problems when he needs to enlarge, remodel, or open a 
second store. It is difficult for him to bid, pricewise or creditwise, against the 
big corporations and the national chains. The same improved attitude by large 
mortgage lenders, and the same circumstances for the Small Business Adminis- 
tration should apply equally to the owner-occupied business. 

I have previously discussed and corresponded with Senator Eugene McCarthy 
on this subject. I have urged that the new “small business investment com- 
panies” be permitted and encouraged to offer, to local merchants, commitments 
for loans to guarantee ability to meet lease rental obligations. 

If a small business investment company could be formed for this purpose, for 
example, at Sunset Plaza in Sioux City, its commitments to these local tenants 
might give them credit standing sufficient to compete with the leases of major 
ehains. (The same backing of loan/ commitments from a small business invest- 
ment company would permit the local merchant to purchase his business prem- 
ises on time payment under a purchase money mortgage. ) 

Some further amplification might be required in the present program of such 
small business investment companies. If this plan were followed, the “big land- 
lords” would probably need assurance that funds for such loan commitments 
(to guarantee lease payments) would be promptly available when and if needed. 
Therefore, it might sometimes be unwise to currently invest in other interim 
loans the funds of such a small business investment company. Under those cir- 
cumstances (if the resources of the company be kept liquid for these reasons) 
the small business investment company would currently earn a less attractive 
yield for its stockholders and debenture holders. Perhaps this would require 
a separate category of small business investment company in which (a) the 
governmental funds play a larger role; (b) rate of yield is less important; 
(c) liquidity is more important. 

But great good would be accomplished. Perhaps the capital contributions by 
the stockholders would then come partly from the tenants themselves, and 
partly for “community welfare” reasons, from local citizens (with less emphasis 
on the profit motive). 

If I cannot be with you next week I hope that the thoughts of this letter may 
assist you to develop the constructive program which is needed at this time. 


Is Mr. Larry Smith here? 

(No response. ) 

Senator Witiiams. That will conclude the hearings. 
(Whereupon, at 4:45 p.m., the hearings were concluded. ) 











APPENDIXES 


{From Urban Land, February 1959] 
APPENDIX I 


A Quick LOOK AT SHOPPING CENTERS 


Excerpts From a Talk by Bruce P. Hayden, Secretary, Mortgage and Real Estate 
Department, Connecticut General Life Insurance Co., at University of Con- 
necticut, Storrs, October 7, 1958. 


First of all, let me say, this look at shopping centers is my own. My views do 
not represent company opinion in any way. 

The shopping center business is too new and growing too rapidly for anyone 
to have all the answers. I think the only logical conclusion is there is no defi- 
nite answer to many shopping center questions. What is right for one center 
seems to be completely wrong in another. Before giving you my observations, 
I should tell you what they are based on—from my earlier participation in 
making some of our early shopping center loans and from a recent prolonged 
study of the shopping center field in view of its importance to my company. 


SOME BASIC CONCLUSIONS 


My first conclusion is: The shopping center is here to stay. It affords the 
public an easier and better way of making its purchases by bring close together, 
close to home, and close to adequate parking those lines of merchandise which 
have the greatest appeal. Shopping centers offer an ease for shopping compared 
with downtown stores that will be increasingly important in our national retail- 
ing picture. 

Second, there are a number of things about shopping centers which are little 
understood. Perhaps the most important of these is a strong belief that they 
are fabulously profitable. Some centers are profitable, but indications are that 
the degree of profitability is surprisingly low. This is a difficult point to estab- 
lish because actual statistics on shopping center operations have not been com- 
piled. It is unfortunate that there are so few comparative figures. The whole 
industry would benefit if more were available. 

In taking perhaps two dozen centers at random on which Connecticut General 
has mortgage investments, I find an average return before debt service of about 
7 percent. Debt service runs not lower than 7 percent and today is running at 
8 percent or better. As a result, when considering profitability in terms of 
cash return on cash equity, the leverage of mortgage financing is frequently a 
negative leverage. These early figures indicate a return on equity on the 
average of less than 6 percent. I am hopeful of later refining these figures and 
of broadening them by the inclusion of statistics on more centers. 


MISCONCEPTIONS ABOUT SHOPPING CENTERS 


The fact that so many people think shopping centers are so profitable hurts 
the business in many ways. One of these ways isin the view taken by municipal 
taxing authorities all over the country. Seldom in our experience have adequate 
allowances been made by either developers or by our correspondents for the 
effect of the tax burden. A hypothetical but rather typical case might show 
that our borrower estimated his taxes at 10 cents a square foot; our conserva- 
tive mortgage correspondent allowed 20 cents per square foot; and the tax bill 
how, two years after the center is completed, is 35 cents a square foot. 

Tax authorities seem to look on shopping center ownership as being about 
equivalent to ownership of a producing oil well. I think I am speaking for the 
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company in this one instance in saying that we are very much concerned over 
the trend of real estate taxes on shopping centers. We, of course, have in effect 
a second mortgage, junior to that of the taxing authorities, on every such ven- 
ture which we have financed. For this reason unfair and unrealistic tax burdens 
are of great concern to us. The industry has a major fight on its hands and prob- 
ably a continuing one to secure anything like fair treatment from assessing 
authorities. (Eprror’s Nore.—See ULI’s policy statement on taxation included 
as a supplement to this issue of Urban Land.) 

A second place where the theory of high profitability hurts the industry is in 
the overdevelopment of new centers, particularly in the intermediate size. There 
is the old principle of economics that “inordinate profits breed ruinous compe- 
tition.” It seems to me, ruinous competition is being bred by imagined, inordinate 
profits. 

Another misconception is that the development and operation of the shopping 
center is primarily a real estate venture. It does, of course, have elements of real 
estate development but primarily a shopping center is a merchandising venture. 
The best and smartest shopping center developers realize this. The success of 
the developer in putting together those merchants who can best understand and 
serve the needs of the market, and then participating in, partially financing, 
and helping to direct an intensive and continuous merchandising program, de- 
termines the success of the center. Probably the ideal shopping center is one 
that most nearly resembles a single large department store composed entirely 
of leased departments. Of the large centers I have seen, Southdale in Minneap- 
olis most nearly approaches this. 

Let me emphasize my personal conclusion that merchandising and promotion 
are essential and must be done on a continuous, well-planned basis. To be done 
right, they must have the financial] support and personal interest of the developer 
as well as that of all, or nearly all, of the tenants. 


MISCONCEPTIONS ABOUT THE MARKET 


There is a misconception about shopping centers to the effect that they can and 
should serve almost everyone. Much as they have to offer, I think the center 
which tries to hit either extreme of the market is probably a questionable venture. 
There is one large market, however, for which the shopping center is practically 
perfect, and that is‘the 25-to-45-year age group in the middle income brackets. 
I consider middle income as anywhere from upper blue collar to lower manage- 
ment levels. 

These are the people who live in development-tract, single-family homes, gen- 
erally built on too little ground, with a high density per acre. They have three 
or more kids to a family who are in the rapidly growing age. In these days of 
prosperity they have good disposable incomes which they are certainly inclined 
to dispose of. They have few worldly goods yet accumulated and are not only 
in the market for six pairs of shoes per child per year, but also for power lawn- 
mowers, high fidelity sets, and do-it-yourself home improvement installations. 

The trouble with the extremes of the market area is that they just do not have 
sufficient purchasing power per acre to support a center. At the iower end of 
the income bracket the need is high and population density is high, but incomes 
cover only necessities, if that. There just isn’t enough money available per 
family to support an integrated center, and even the few necessities stores are 
forced to operate on margins so narrow that profitability is questionable. 

The highest income families, on the other hand, are apt to be spread too thin 
to make their purchasing power effective. They live one family to an acre. 
Their children are grown or in college. They have accumulated all of their 
needs and most of their wants, and they don’t spend money in sufficient volume 
to support a center. There is the further handicap that the women in this most 
favored economic class generally have the leisure and the inclination to go down- 
town, which still offers broader assortments of merchandise and such attractive 
inducements as fine restaurants and theaters. 


INEXPERIENCE 


My other basic conclusions are so closely interrelated that perhaps it is one 
conclusion: The industry is suffering from far too many inexperienced people 
in the business; and it is currently suffering from considerable overproduction, 
particularly in the intermediate or community size center. 
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To oversimplify the ‘too many inexperienced people” statement, there are too 
many builders in the shopping center business. We have seen almost every tract 
house builder save out a piece of ground, usually too small, on which he is going 
to put his shopping center. This is to be not only his crowning achievement as 
a builder but also it is to finance his retirement, including trips to Europe. In 
very few instances does the house builder have much conception of how to go 
about developing a shopping center. Too often he thinks in terms of dividing 
his lot in thirds parallel to his main street, and then paving the front and rear 
thirds to sandwich a strip of stores built in the middle. He knows little of 
leasing, nothing of merchandising, has never heard of center promotion, and 
figures his job is done when he completes the building and turns over the keys 
to his tenants. 

TOO MANY AMATEURS 


With so many amateurs willing and eager to make deals on centers of this 
kind, it is not surprising that the pros who have been doing the leasing for 
the chain stores have been able to have a field day. Base rents have been 
beaten down to the point where even the amateur is beginning to wonder how 
he can possibly come out on a deal. Percentage clauses have been weakened. 
Concessions have been made; all for the sake of getting a chainstore lease. 
Deals have been offered to chains almost on a “can’t lose’ basis. Rentals 
have been made so cheap that even a weak operation will prove to be no drain on 
the corporation and an occasional strong store may be highly profitable. 

The presence of too many amateurs in the field extends into the financing. 
I think our own insurance industry, which has furnished most of the money 
for center development, has been guilty of doing many things it shouldn’t do. 
Our principal shortcoming has been in our willingness to finance almost anything 
that could get sufficient chainstore leasing to cover debt service. My own opinion, 
which I know wil! be considered heresy by most life insurance lending officers, 
is that we have done ourselves and our developers a great disservice by our 
emphasis on high percentage chainstore leasing. 


STRONG LOCAL TENANTS 


Chainstores are essential to most shopping centers. Few good centers will 
be built without a good representation of chains. However, the experienced local 
merchant with adequate financing and a good following, but without an AAA 
balance sheet, will considerably outmerchandise the major chain. His total 
sales will be larger per square foot and his percentage rental payments at a higher 
rate. By his following he will develop traffic and business not only for himself 
but for the center as a whole. A capable, successful local merchant is far from 
the rarity which most insurance lending officers seem to think he is. He can be 
located ; he can be replaced if he dies or is incapacitated ; and he can do a great 
job of making a center really financially successful instead of only modestly so. 


OVERPRODUCTION 


That in many areas there is current overproduction of shopping centers, 
particularly of the intermediate type, is obvious. Perhaps the outstanding 
example I saw on my recent trip was in a Texas city where within a 3-mile radius 
there are five shopping centers of community size—100,000 to 200,000 square 
feet. At the moment a new regional center with two large branch department 
stores is to be opened squarely at the hub of the 3-mile circle. The five existing 
centers were already struggling to fill vacancies and to show a profit even 
before the regional center was announced. In my opinion, they face a major 
struggle for survival. For that matter, prospects for the regional are not as 
bright as they ought to be because of the existence of so much competition on all 
sides. 

FUTURE TRENDS 


The last of my conclusions is that the business is still in an evolutionary state. 
These are the trends I see: 

First, for the intermediate to larger size centers the mall type seems to be 
winning out handily in most areas. There are large strip centers still being built 
and there are a few cluster centers being planned. But generally speaking, 
the mall is preferred for reasons of compactness, simplicity, overall economy, 
and greater merchandising impact. 
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A second tendency is for greater emphasis on appearance and styling. Early 
mall-type centers frequently had a Queen Anne front on the mall and a Mary 
Jane behind exposed to the parking lot and to the street view. More and more 
centers are coming up with Queen Anne behinds as well as fronts. More attention 
is being paid to landscaping, styling of front, et cetera. At the same time, malls 
themselves are becoming simpler, not so much for reasons of economy as for 
reasons of better promotion and merchandising of the center as a whole. 

I find a tendency against multilevel centers based partially on the fact that 
most multilevel centers have not been particularly successful. I personally can 
see little justification for two completely separate mall levels. Branch depart- 
ment stores must of course be multilevel and many larger stores will have full 
or partial merchandising basements. All of this is proper. Trying to divide 
overall mall traffic among two levels, however, has proved neither wise nor 
successful in most efforts. 

There is a growing reluctance to spend the money for truck tunnels in large 
centers; their cost is out of proportion to their contribution. One center I 
visited tried to solve the problem by putting the truck delivery facilities on the 
roof and found that this too, was very costly. Two basic principles in shopping 
center development are in direct conflict on the question of truck tunnels, one 
being that proper separation of pedestrian and service traffic is essential and the 
other being that overall costs must be held to a reasonable level if the center is 
to be financially successful. There is little doubt that the truck tunnel does the 
best job of separating customer and service traffic. There is little doubt also that 
most truck tunnels cost an awful lot of money. In the future more large centers 
are going to be built without truck tunnels, but most topnotch regional centers 
will have them. 

BIGGER STORES 


There is a strong tendency toward bigger stores in all fields. Branch depart- 
ment stores of less than 100,000 square feet are seldom being considered any more, 
and most metropolitan area department store people are more apt to think in 
terms of from 150,000 to 200,000 square feet today. Drugstores are getting bigger. 
Grocery stores are going up to 30,000 square feet, and where they carry extensive 
sidelines are going as large as 60,000 square feet. Murphy’s and Newberry’s are 
taking stores in the 70,000- to 100,000-square-foot range, which is a far cry from 
the 5 and 10 business as it used to be. 

With larger stores goes increasing crossing of traditional merchandising lines. 
With this goes problems involving percentage rentals. I was told at one of 
the new west coast centers, for example, that in the supermarket the same 
percentage rent applies to all merchandise, starting at 1 percent and then 
stepped down to % percent. As a result, the supermarket is selling high 
fidelity radios, photographic equipment, and boys’ underwear at very low per- 
centages in direct competition with music and appliance stores, camera shops, 
and men’s clothing chains, all of them at the customary percentage rents. 
Making leasing arrangements of this nature seems very poor policy on the 
part of the developer. The better-informed developers are and should be taking 
steps to counter this sort of thing. 


SUPERMARKET SHIFTS 


I find a growing tendency, particularly on the west coast, for supermarkets to 
get out of the center of the mall, even to the point where some of them are 
physically relocating. They like either their own building at the edge of the 
parking lot or their own building at one end of the mall. The theory that the 
supermarket in the middle both feeds business to other stores and profits from 
them may be true insofar as variety and impulse items are concerned. For most 
other shopping, women seem to make a trip separate from their market trip. 
Thus the keeping of the food operation separated from the mall area makes 
sense. 

CHALLENGE TO DOWNTOWN 


There is an increasing direct challenge to downtown right on downtown’s home 
grounds. The outstanding example of this is the development in Portland, 
Oreg. There, less than a mile and a half from downtown, a new Lloyds Center 
is being built with over 1,200,000 square feet of retail area. In Alameda, South 
Bay is very close to downtown and has hurt it badly. A small center in eastern 
Maryland is almost an extension of downtown, and the Charlottetown Center 
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is within a few blocks of the present downtown area. Redevelopment projects 
planned for many major cities will probably strengthen the challenge which the 
shopping center concept is making to downtown merchandising. 

I am intrigued with the development of the specialty type of shopping center, 
such as Bullock’s Fashion Park in Santa Ana. This is a major center just 
opened, beautifully planned, beautifully constructed and entirely devoted to 
the high end of the merchandising scale. Here there are no supermarkets or 
chain drugstores, but here is high fashion in all of its aspects. The relative 
success of this development is going to be very keenly watched. This center 
eould be as revolutionary in its way as was Southdale with its enclosed mall. 

Incidentally, I think there is a very bright future for the enclosed mall, fully 
air conditioned as it is. The Harundale Shopping Center in suburban Baltimore 
will test the theory as it is applied to a more conventional type of shopping 
center market. I would not be surprised if in most climates the provision 
of enclosed, air-conditioned malls were to become almost as common and as 
necessary as the provision of paved parking areas. 


RECOM MENDATIONS 


First of all, I recommend that we confine ourselves in the future largely to 
the two extremes of shopping center size. I have come to the conclusion that 
neighborhood centers, not over 100,000 square feet and generally smaller, can 
successfully hold their own against almost any type of competition. They are 
the necessity centers; they are conveniently located; their very smallness gives 
them a convenience and appeal that tends toward success. In passing, I might 
add that our preliminary figures indicate that this type of center is more 
profitable than either of the other two types. 

At the other end of the scale, the large, well-planned regional center, built 
around branches of one or two of the strongest department stores in the area, 
can be large and powerful enough to forestall most competitive developments ; 
can be merchandised most effectively; and generally its very size and being 
qualifies the competence of its management. 

I have strong reservations about the intermediate size center in the large 
metropolitan areas. It is too big to live off its neighborhood, and too small 
to afford the kind of promotion budget necessary to make a real impact in its 
community. It is highly vulnerable to future competition from a regional 
center and, for that matter, too small to forestall competition even from other 
centers of its own size. The example in the Texas city which I mentioned, 
where five such centers existed in a 3-mile radius, is a good illustration of 
just what is wrong with centers of this type. 

The exception for this community or intermediate size center is in smaller 
towns; in a city of from 50,000 to 100,000, the 200,000 square foot shopping 
center becomes the regional center and has the dominant position which the 
regional occupies in Detroit or Los Angeles. 

Aside from largely limiting our interest to the largest and smallest centers, 
my other recommendation will be that we no longer even give consideration 
to financing amateurs. This simply is too big a game with too high stakes 
for the amateurs to have any future position in it. Those who do get into it, 
and those who finance them, are almost certainly headed for trouble. 


AppPENDIX II 


REPRINT OF TALK BY Bruce P. HAYDEN, SECRETARY, MORTAGE AND REAL ESTare 
DEPARTMENT, CONNECTICUT GENERAL LIFE INSURANCE CO., BEFORE THE CHICAGO 
MEETING (APRIL 7, 1959) OF THE INTERNATIONAL COUNCIL OF SHOPPING CENTERS, 
INC. 


When Len Farber’ telephoned me to suggest that I go on this program to 
talk about shopping center financing, I couldn’t help but be reminded of the 
experience that the lending officer from one of the west coast companies told 
me about last year. He was invited to give the same kind of talk to a somewhat 
smaller group of west coast shopping center operators and developers. Possibly 
some of you were present. He told me he tried to do a good, conscientious job 





sn L. Farber, president, International Council of Shopping Centers, New York, 
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in explaining shopping center financing but found the audience getting more 
and more restless. After he threw himself open to questions at the end of his 
prepared talk, one shopping center operator sitting near the front was im- 
mediately on his feet. He said to my speaker friend, “You spent 40 minutes 
telling us how to do a financible deal. Hell. we all know how to do financible 
deals. We came here to learn how to do a nonfinancible one.” 

Frankly, if you have come expecting me to tell you how to make the non- 
financible deals, you are in for disappointment. The gist of what I have to 
say today is just the opposite: Centers that would have been readily financible 
a few years ago are financible today only with difficulty. The ratios of loan 
to value are lower; interest rates are higher; and loan terms are stiffer. 

There is, however, mortgage money available for well-conceived shopping center 
developments, and my expectation is that there will continue to be. I don’t see 
any signs that we will hit again a situation such as prevailed briefly close to 
2 years ago, when for a short period of time financing of any sort was extremely 
difficult. I think the market is and will be an orderly one with money available 
for well-sponsored, well-planned projects. If there are no funds available for the 
ill-conceived and poorly planned shopping center developments, so much the 
better for the shopping center industry specifically and for our whole economy 


in general. 
FUNDS: AVAILABILITY AND RATE 


What is the situation as far as availability of shopping center money is con- 
eerned? Without trying to be overly profound about it, the cumulative demands 
of American business for debt financing have substantially exceeded our accumu- 
lation of savings with which to meet these demands. I should like to call your 
attention to an article which appeared in Business Week for March 14, 1959, 
The article is entitled “How Bad Will the Capital Shortage Be?” It points 
out that last year American business and governmental units borrowed $32.6 
billion, of which regular lenders were able to supply only $28.7 billion. Fore- 
casts for this year differ but indicate that the deficiency between what regular 
lenders can supply and what the market needs will amount to at least $4.2 billion, 
which is before taking into consideration the probable desire of the Treasury 
to raise at least $1 billion for long-term financing of the Federal debt. I com- 
mend the whole article to you. 

When demand for funds exceeds savings by $5 billion or more, it is obvious 
that not everyone gets what he wants and that those who are accommodated 
pay a higher price for their money. Politicians can and do blame the administra- 
tion, Federal Reserve Board, Wall Street, and almost anything else for the tight 
money and higher rates situation. But basically it is a matter of supply and 
demand operating in classical and traditional fashion. 

Specifically applied to shopping centers, what does this mean? It means that 
the going interest rate on good shopping center loans is plus or minus 6 percent. 
Our three most recent transactions, all of them on centers which we think are 
unusually well planned and strongly owned, are all on a 6 percent basis. We 
think the prospects are that interest rates may go higher before they go lower. 

It means also that we and other lenders are looking for increased cash 
equities. On a recent loan of about $6 million we required that our borrower 
furnish us with accountants’ affidavits that he has over $2 million in cash invested 
in his development, in addition to his very substantial raw land cost. For the 
present at least, the days are over when the developer can borrow the complete 
cost of building and site improvements and contribute only his land and his 
developer’s skill. 

Shortness of supply of funds means also that companies which agree to hold 
funds for 18 to 24 months are entitled to a commitment fee for so doing. One 
of our major lending institutions follows a policy of charging a monthly fee 
of one-tenth of 1 percent due and payable on the first day of each month begin- 
ning 60 days after the date of the commitment and running through to the 
closing date. On an 18-month development project, the total commitment fee 
for 16 months would be 1.6 percent. Our general practice has been to ask for 
a somewhat smaller commitment fee but to have it prepaid, with provisions 
for additional fees if completion of the project is unduly delayed. 

Some lenders have taken the position that on unusually attractive develop 
ments they are willing to finance beyond the conventional two-thirds mortgage 
limit. When they do go beyond this limit and start putting up what should 
be equity money, however, they feel entitled to rewards commensurate with 
an equity position. They are asking for and getting participation in the owner- 








is 
n- 


le 


n- 
to 
le 
i 


er 


to 
ly 
le 
1e 
he 
ly 


Tracey a2aiteartréeoa 


SHOPPING CENTERS—1959 171 


ship of the developing corporation or other reward for assuming the added risk 
of equity financing. 


WHAT IS FINANCIBLE? 


What sort of deals can be financed today? I find a growing disposition on 
the part of insurance companies, at least, to be far more selective about what 
they will do. We have begun to get away from the impression that if there 
are enough good names on long enough leases, nothing else really matters to 
the lender. Good leasing is still important, very important; and it is extremely 
difficult to finance a shopping center which does not have at least sufficient 
long-term strong leases to cover operating expenses, taxes, and at least interest 
on the mortgage. That, however, is no longer enough. Lenders have become 
aware of something which they should have known all along: that there is 
no such thing as a good loan on a weak center. 

If the cash registers in the stores aren’t ringing loudly enough and often 
enough, the tenant’s willingness and ability to pay his rent are in jeopardy, 
and so are the developer’s willingness and ability to pay debt service on his 
ee mee cha a matter of ability; willingness enters into it. Who is to 
blame a major tenant for taking advantage of technicalities to get out of 
burdensome leases? It happened very frequently during the depression days 
and is not unknown even today. I know of an instance recently, for example, 
where one of the large 5-and-10 chains was badly stuck on a location on a 
lease which had a long time to run. Fortunately for them, there was a fire 
in the premises recently. It was not a really major blaze—nobody killed, little 
excitement on the streets, largely confined to the basement, with some smoke 
and water damage upstairs. Had the store been a successful one, there is no 
question but what it would have been back in business within 2 weeks of the 
time of the fire. Instead, however, this relatively minor blaze proved serious 
enough to permit cancellation of the lease by virtue of the fire-damage provision. 

How well secured is the loan of the investor who financed this property 
on the basis of a long-term major-credit lease? 

Because we are aware that ultimately our only real security lies in the success 
of the center, we are beginning to ask a lot of question besides “Whose names 
are on the leases?” Some of them are: 

Who are the developers? 

What is their experience? 

What are their financial resources? 

What of their integrity? 

What do they know about merchandising? 

What centers have they done and how successful are they? 
These questions are increasingly important to us. Those developers for whom 
we come up with satisfactory answers to the questions are almost invariably 
the professionals. We find that if we get satisfactory answers to these ques- 
tions, the other essentials of good shopping center financing—selection of 
location, basic planning, leasing, promotion, and management—usually take 
care of themselves. 

I have made a positive recommendation to our own company that we give 
up the practice of financing the amateurs. I hope other lenders do likewise. 
I think a very good part of the troubles of the shopping center business today 
lies in the fact ‘that it has been entirely too easy for amateurs to put together 
a center and that there has been gross overproduction in certain areas as a 
result. The ability of the amateurs to build as much as they have built is 
of course a reflection in large part on the financing institutions. The most 
eager amateur in the world isn’t going to build unless he can find someone to 
put up the money. In the past, most of us have put up the money if we could 
find enough lease coverage to take care of operating expenses and debt service. 
We have made ourselves some weak loans; we have made it difficult for the 
professionals to do an intelligent job of leasing and developing; and we have 
on the entire industry a disservice as a result. We are beginning to know 

ter, 


TODAY'S SINS 


What are the mistakes we see being made and that cause us, ag lenders, 
concern? The first and most serious is overdevelopment of shopping centers 
in many areas. As an example, we were asked to look recently at a proposed 
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center here in the Midwest. It was being developed by one of our very good 
borrowers, a man in whose judgment we have a great deal of confidence and 
whose business and good will we want toretain. We find, however, that within 
a radius of 7 miles of his corner there are not 3, not 5, not 7, but 11 shopping 
centers of regional or community classification which are definitely in the 
planning stage. Not all of them will be built, but it seems to us that there 
will be sufficient overproduction of this category to make the success of any 
of them questionable. We are quite possibly wrong about this; in fact, the 
odds in favor of our being wrong might be as high as 4 out of 5. Four out 
of five odds in our favor are not adequate, however, for the investment of trust 
funds; when we consider our chances for profit are limited to simple interest 
and our money back, our chances for loss are very sizable. 

A second mistake which is currently being made is in the leasing of space 
at uneconomic rentals. The major department stores, chain and independent, 
are the ptincipal offenders in forcing on developers leases which cannot possibly 
be economic. We were asked to consider recently, for example, a loan on a 
center which was to be keyed to a branch store of a major unit of one of 
America’s outstanding retailing enterprises. We found on analysis that the 
developer had been committed to build this store to specifications which we 
think will run his costs close to $18 a square foot. The store will pay him approx- 
imately $1.10 a square foot rental agd will allow him 2 percent on sales to a 
point well below coverage of the $1.10 minimum, 1% percent to a point slightly 
above the minimum coverage, and 1 percent thereafter. The store will con- 
tribute nothing to promotion, nor will it pay a cent for maintenance of common 
areas. 

We are in this instance asked to loan $14 a square foot on the center as a 
whole, with debt service at 814 percent constant. Applying these figures to 
the department store section, we find that whereas the minimum rent is $1.10, 
the debt service alone will be $1.19 a square foot. In addition, the owner has 
to pay taxes, insurance, and all common area and promotional expenses. On 
minimum rents the owner will be out of pocket by at least 50 cents a square 
foot and will, of course, have no return on his equity investment. If the store 
is so outstandingly successful that volume reaches $114 a square foot of gross 
area, the owner will cover his out-of-pocket costs. If he is to recover 10 percent 
return on his equity as well, the store sales will have to exceed $144 a square 
foor of gross area. 

In this instance, we felt the proposed lease was so burdensome to the oper- 
ation as a whole that the financial success of the entire shopping center was 
seriously jeopardized. We did not approve the loan. 

I am not here to question the morals or ethics of America’s leading retailers 
who are trying to make deals of this kind. Each man’s obligation in this com- 
petitive economy is to make the best deal he can make. What I am saying 
is that developers who are so anxious to put together a center that they commit 
themselves to a transaction as burdensome as this are going to find that they 
have created a very serious financing problem for themselves. We do not intend 
to subsidize the giant merchandisers in this country by underwriting uneconomic 
deals for them. Personally, I don’t think they ought to expect this subsidy 
from shopping center developers either. 

The third mistake which I think is being made is in overdevelopment of 
the intermediate or community size centers in large metropolitan areas. I so 
indicated in a talk which I gave in October at a conference sponsored by your 
organization at the University of Connecticut. Despite some vigorous and 
eloquent dissents from a few people whom we regard as well informed and 
thoroughly professional in their approach, I still feel that the medium size shop- 
ping center in the large metropolitan area has less inherent stability than 
either the very large center or the very small one. I am, of course, referring 
to equally well-planned, well-owned, and well-located developments of each 
of the three 

To elaborate a bit on the community center: whereas the good neighborhood 
center can live entirely off its neighborhood and sustain itself adequately even 
in the face of regional center competition, the community center cannot. On 
the one hand, it is too big to live off its neighborhood; on the other hand, it 
is too small to have sufficient ‘merchandising impact to compete adequately 
with the present or future regional center keyed to a major department store. 
It is not at all disparaging to the operators of a junior department store to say 
that they cannot possibly have the mass appeal in a 60,000 foot suburban 
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Chicago store that Marshall Field has in a third of a million square foot store 
2 miles away. 

Furthermore, the intermediate size center cannot forestall the creation of 
excessive competition with other centers of similar size. I referred earlier to 
the proposed midwestern development where there are 11 intermediate and 
large-size centers proposed within a radius of 7 miles. This is of course in 
addition to present coverage which is by no means sparse in the area. In one 
of our southwestern cities we find five community centers within a 3-mile radius 
of a brandnew regional. Something is going to have to give. 


APPENDIx III 
[From February 1959 issue of publication, Urban Land] 
CHAIN StorRE LEASING IN SHOPPING CENTERS 
By Roy P. Drachman, Shopping Center Owner and Developer, Tucson, Ariz. 


All realtors have probably heard the phrase “under all is the land.” I think 
we can add another phrase “behind every shopping center is a lease” and chain 
store leasing is probably the toughest job in the shopping center business. 


LEASING I8 THE DEVELOPER'S JOB 


The trouble with shopping center leasing is that you can’t get much help 
from anyone. You can go to an architect for plans, you can go to an economist 
for information about your location, you can go to a lawyer for help in getting 
the lease drawn, but there is practically no one who can help you in negotiations. 
I realize that’s an odd thing to say to many who are in the business of nego- 
tiating leases, but it is an accurate statement nevertheless. 

Two weeks ago we visited a shopping center in San Francisco. This was a 
new, small regional center that had just been completed. The owners had 
paid a brokerage fee on every lease. They told me that over 70 percent of the 
leases were negotiated completely by themselves, although the broker was paid 
a commission on all leases. But frankly that is a job which you have to do 
yourself. You can get some help in lining up tenants, but most developers will 
tell you they prefer to do the negotiating themselves. 

The brokers are in a position which will not favor the developer in many 
cases. The broker probably will never do another shopping center for you 
but he might have an opportunity to make 20 or 30 leases for the tenant, a 
chain store or other merchant. For that reason I think the broker more gen- 
erally will be representing the tenant rather than the shopping center developer. 
For that reason again I say lease negotiation is a job you must do yourself. 


YOU MAKE CRAZY DEALS 


You can’t generalize on the terms and conditions for shopping center leases. 
I’ve had experience leasing shopping centers from a total of 40,000 square feet 
on up to a couple that exceed a half million square feet each. Believe me, 
there’s a difference in trying to get tenants for small shopping centers and in 
trying to get a good tenant to come into your regional center. You make 
crazy deals. 

We made a deal in Phoenix for our Uptown Plaza shopping center with a 
certain variety chain at 80 cents a square foot. The first year they paid us 
about $1,000 overage. Since then the volume has dropped and we'll be lucky 
if we get any more overage. We had to have that tenant in order to get financing 
and in order to get some of the other tenants. That illustrates the kind of 
things which you have to do when you lease a small center. 

Probably there are more small centers being built and I think the interest 
of most ULI. members lies in the intermediate and smaller centers rather than 
the larger centers. Leasing a large center with its department store puts you 
in a lot different position than when you’re trying to lease a small center and 
you have no key tenant. 

Today the insurance companies and the other financial institutions are 
forcing developers to make unhealthy and unprofitable deals. For example, we 
have a center in San Diego for which we are going to build about 550,000 square 
feet in the first phase. We made a deal with the largest department store in 
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San Diego to occupy 100,000 square feet. Luckily in that case, we have made 
a formula deal whereby the store agrees to pay whatever rent is necessary to 
cover the interest, principal, taxes, insurance, and a fair return on the land. 
The store will maintain the building themselves and included in the cost is a 
5 percent architect’s fee, a 5 percent profit for the contractor, and a portion of 
the cost for developing the parking area and the mall. So we’re going to have 
a no-profit deal to start with but we’re not going to lose any money either. 

That store is taking 100,000 square feet; Montgomery Ward is going to take 
100,000 square feet, leaving 350,000 square feet for us to lease to other tenants. 
Now these two department store tenants (if we can call the Montgomery Ward 
store a department store) will pay us about $300,000 a year. Those two stores 
occupy 200,000 square feet. The insurance company has told us that we must 
have enough income from the AAA tenants (that is, strong locals and chains) 
to cover the cost of interest and principal, taxes, insurance, maintenance, and 
management. In this particular case these items amount to $744,000. 

Now we have $300,000 coming in from the two large tenants which leaves us 
$444,000 in guaranteed rent to secure from AAA tenants. Frankly, that is 
posing a problem. It means that we're going to have to get around $3 per 
square foot as an average rental. Now that’s going to be difficult to do when 
you start dealing with people like S. H. Kress Co., Woolworth’s, and Lerner’s, 
and the shoe and drug chains. With supermarkets you can’t get anything like 
that. So we must get high rent from our local tenants, probably not a very 
profitable operation for them. It means that they are not going to make much 
money in our shopping center and frankly we don’t like to build shopping 
centers where everybody in it doesn’t make money. I like to have all our 
tenants drive Cadillacs because I know if they can, we are going to be able to 
afford such cars. 

FINANCING IS TOUGH 


Insurance companies are making it tough today for a developer to put together 
the kind of center that should be put together. It’s pretty hard today to get 
local tenants of the kind who will make money for the developers, because such 
tenants just can’t finance. 

Some of the chains, of course, see the light and are being reasonable. A great 
number of them have raised their minimum rent ceilings considerably in the last 
year but they still demand a great deal. They want you to give them everything. 
I suggest that before the lease is signed you ask them for a set of their typical 
store plans, and that you receive from them their specifications, because they’re 
going to want drop ceilings, they’re going to want light fixtures, they’re going to 
want floor covering, they’re going to want all kinds of things. On top of that, 
they’re going to ask you to install their kitchen equipment, if they have a kitchen. 
They’re going to ask you to install their signs, they’re going to ask you to do a 
lot of things that cost you money. The air conditioning alone will cost you a 
dollar to a dollar and a quarter a square foot; floor covering, 30 to 50 cents a 
square foot; ceilings from 25 cents a square foot up; lighting about $1 a square 
foot up. These prices are for more or less minimum standards, not anything 
very fancy. The store fronts can cost anything. We give an allowance of $65 
a front lineal foot for store fronts. If costs go beyond that we expect the tenant 
to pay the overage. But very easily these mentioned items can run up to $2.50 
to $3 a square foot. You can readily see if you build much space for such 
tenants you’re going to have a great deal of money invested in the center and you 
may wish you didn’t. 

THE ALLOWANCE SYSTEM JS BEST 


I think the allowance system is by far the best way to cover costs. We have 
tried it and we have found that there is some resistance from some chains. But 
if you insist upon the allowances, I think they will go along with you. 

We had a market in one center and we told the tenant that we had designed 
his store the way he wanted it but that he was going to pay for the lighting fix- 
tures, his own partitions, and his own electrical and freeze lines to the various 
pieces of equipment. The total for extras in our first estimate was $42,000. 
When he heard that, he found a lot of ways to cut the extras to $28,000, thereby 
saving himself $14,000. But if he hadn’t had to pay for these items, I am sure 
they would have been very important matters and we would not have been able 
to cut them out of the building. 
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OTHER LEASING PROBLEMS TO WATCH 


Another problem which you’ve got to watch for in leasing to any tenant is 
the amount of space they’re going to use for selling and the amount they’re 
going to use for storage. A lot of companies think they need 50 percent of the 
total area for storage. If you make the minimums high enough they are going 
to decide that they can get by with a great deal less space. Most chains have 
reduced their amount of space to where they can get by with 15 to 25 or not 
over 30 percent of their space for nonselling. 

You should certainly have a sign control clause in your lease. I think most 
of the chains go along with such control. They don’t give up their trademark 
signs but if you reason with them, they'll put signs on the building which are 
not too objectionable. 

Control over the time for plan approval is another thing that’s very important 
in a lease. If you have to submit the plans and the tenant is going to keep 
them for approval, you can find yourself being delayed for months in getting 
plans returned to you. We found in several cases that the chain stores would 
be the last stores to open. They wouldn’t be ready for opening because they had 
been so dilatory in returning the plans and approving the layout of the store. 

Store hours are another important item in lease negotiation. But you can- 
not get many chain stores to agree to any kind of control other than to agree 
that they’ll go along with the majority of the merchants in the merchants 
association. 

COMMON AREA MAINTENANCE COST 


A contribution for parking is a very important item to cover in leasing. The 
eontribution must cover all the common area maintenance cost whether it’s 
the parking areas, malls, driveways, or whatever. We prefer a square foot 
basis, so that the tenant will pick up his rightful proportionate share. Most of 
them want to say one-fourth of 1 percent is the ceiling they’ll pay, or they want 
to put on a ceiling of 8 to 10 cents a quare foot. We found that it costs between 
8 and 10 cents a square foot to service the parking in common areas, that is 10 
cents a square foot against the tenants’ area. If a store has 10,000 square feet 
it would cost about $800 to $1,000 a year. 

It’s dangerous to put a ceiling on costs. It’s dangerous to say costs are going 
to run over 10 cents a square foot or not going to run over $1,000 a year. If you 
look back 10 or 15 years, you can see where you’d be if you were tied to the 
ceilings that might have been imposed at that time. If we have inflation we 
have rising costs and deflation of the dollar. You are going to end up by having 
to pay for a lot of the work yourself. I certainly advise you to try to eliminate 
any ceilings in the contributions for upkeep of the common areas. 


A TAX CLAUSE AND A PARKING RATIO CLAUSE 


Naturally, you'll try to get a tax clause in your leases. Some of the chains 
will go for it and some of them won’t. They’ll all resist but some do agree. 

They will want a clause in the lease regarding parking ratios, which is a 
reasonable thing. In some centers where we plan to expand later, we have put 
a parking ratio in the lease but we’ve also said that the parking area shall be as 
shown on exhibit A, or exhibit B or whatever the number is, but we reserve the 
right to encroach upon that area to the extent of 10 percent. That generally 
should give you quite a bit of room to expand. Tenants may even want to tie 
you down to where that 10 percent is going to be and they are not to be blamed 
for wanting that. Your key tenants, your department stores, will certainly 
demand and probably get such assurance. 


OTHER TYPICAL LEASE CLAUSES 


Contingency clauses are important lease provisions. Anyone would be foolish 
to sign a lease without some kind of financing contingency clause. Such clause 
should state that if you are not for some reason able to finance you have the 
right to tear up the lease. I think that’s more or less a foregone conclusion, and 
you won’t have many problems with such provision. 

A co-tenancy clause is frequently demanded by store companies. Such clause 
insists that you have so many thousand square feet of key tenancy before certain 
other tenants agree to go into the center. We have experienced this in a regional 











176 SHOPPING CENTERS—1959 


center we're leasing in Phoenix. Those things are not uncommon. It’d be 
better if you didn’t have to put up with such demands. But I’m practical about 
these things and I’m not going to tell you I wouldn’t do it. I prefer not to, but 
we do those things. 

In your lease, what you say about future expansion for any particular tenants 
is another caution to take. You certainly have to tie space expansion in with 
your mortgage because you can find yourself in the position of having some 
tenant reach a certain volume and then say to you, “All right, now I want 10,000 
more square feet”. It might cost you $100,000 to $150,000 to add that space. 
You might have to dig up that money, unless you have some arrangement with 
your mortgagor whereby he will furnish the loan. 


THE MERCHANTS ASSOCIATION CLAUSE 


A definite clause about the merchants association is a special provision in 
shopping center leasing because it’s one of the most important matters about 
shopping centers. The layout, the location, the design, and the leasing are 
important in a shopping center. But you’ll get over those things very soon. 
However, you'll live for many years with the operational problems. Unless your 
lease specifically gives you some control for a merchants association you’re 
going to be out of luck and find that you’re going to suffer for years. 

I know a certain center that has one tenant who does not have to contribute 
to the merchants association, and the lease has a very loosely drawn clause 
regarding the other tenants. I think you can go farther today, and we have 
gone farther. In this particular shopping center, because of the fact that one 
tenant will not ge along, the other say “Why should I contribute to the adver- 
tising fund to help him get business? If he won’t pay, I won’t.” The whole 
arrangement topples when it depends on one tenant. This is a regional center 
and the exception is a national chain. That chain doesn’t see the light or feel 
the heat yet, so it is holding back the whole center. 


ALL TENANTS MUST BELONG 


We have a lease clause which requires all the tenants to belong to the mer- 
chants association and to contribute a definite percentage to the advertising 
program. In the San Diego center this clause has been inserted into our depart- 
ment store lease and they not only agree to it but they are requiring that we 
have the provision in all the other leases. This is exactly what we want because 
we can then say to the other tenants, locals, and chains, “Well, you have to do 
it or you can’t go in the center, because the leading tenant insists upon it.” 

Maybe this is the first case where a department store has agreed to contribute 
a definite amount to an advertising fund. Many of them agree to belong to the 
merchants association and contribute their share, but in this case the store has 
agreed to contribute one-fourth of 1 percent of their gross volume to the advertis- 
ing fund. This clause also states that all food stores shall contribute one-tenth 
of 1 percent. 

CONTRIBUTIONS TO THE FUNDS 


The best way to cover the subject of tenant contributions to the merchants 
association’s advertising program is to cite examples: one-fourth of 1 percent of 
all gross income to be paid by all tenants whose percentage rent schedule pro- 
vides for rental up to 3 percent of their gross income; one-half of 1 percent on all 
gross income for those tenants whose percentage rental schedule provides for 
rental of more than 3 percent, up to and including 4 percent; and 1 percent for 
all tenants, over 4 percent. 

We include 2 clause about maximum: 20 cents per square foot for tenants 
with 10,000 square feet or more; a maximum of 40 cents per square foot per 
year for tenants with less than 10,000 square feet but more than 5,000 square 
feet ; and a maximum of 60 cents per square foot for tenants with less than 5,000 
square feet but more than 2,500 square feet, and no maximum for the stores less 
than 2,500 square feet. 

As the developers we agree to contribute 25 percent of the total that is raised 
or spent by the merchants association for promotion. The method of deter- 
mining how this money is to be spent lies entirely in the hands of the merchants 
association. 





at 
at 


h 
1e 


SHOPPING CENTERS—1959 177 


BASIS FOR VOTING 


The tenants can formulate their own bylaws and articles of association or 
articles of incorporation, if they want to incorporate. The voting is on the basis 
of the contribution to the fund. Each member has one vote and an additional 
vote for every $1,000 of contributions to the merchants association in excess of 
$1,000, except during the first year of the lease term each member has one vote 
for each 1,000 square feet of his floor area in the center. The reason for putting 
it on a square-foot basis the first year is because we do not know what the 
dollar contribution will be until after they have had a year’s experience. So to 
start with, everyone will have votes in proportion to the number of square feet. 


STILL OTHER LEASE ITEMS 


The exclusive clause is another thing that is important to watch out for. It’s 
dangerous to give anyone an exclusive clause in a shopping center. You might 
want to give them an exclusive clause as to the type of store, but certainly don’t 
give exclusives in regards to the lines tenants may handle. I would advise you 
not to put an exclusive clause in a lease if you can possibly avoid it. 

Of course, you want to get the signature of the parent company on the lease. 
A shopping center developer with whom we were talking the other day had a 
novel idea. He says that when he thinks about negotiating with a chain store he 
buys shares of their stock. He is then entitled to receive the stockholder’s 
reports and he finds a great number of interesting things about the company 
that he would not be able to find any other way. He might have a lot of money 
tied up but he can always sell that stock and get his money back. But it shows 
how important it is to know as much as you can about your tenants. 


PERCENTAGE CLAUSES AND MINIMUM RENTS 


Every shopping center lease should have a percentage rent clause. The 
minimum rents can vary greatly. They can run from $1, $1.25 up to $1.50 for 
markets, up to $3 to $4 for shoe and apparel stores. I know an apparel chain 
which recently made a lease on the west coast for a store of 7,500 square feet 
plus 2,500 square feet in the mezzanine for which they are paying $21,000. 

A Midwest developer told me recently that he gets around $2.25 for drug 
stores against 5 percent. We can’t get that kind of percentage from the chain 
drugs. We're lucky if we get over 2, 2% or 3. One prominent drug chain pays 
3 percent but wants to exclude cigarettes and they want to break it back to 2 or 
2% percent after a certain volume is reached. 

Some women’s apparel chains will pay about $1.50 a square foot. If you get 
more than that, you’re pretty lucky, and they want to pay around 4 percent on 
volume. A certain man told me he got one of the major chain shoe stores in his 
center to pay him $5.50 a square foot for his shell building. I mention this only 
to show that there is no rule of thumb. Chains resist and tell you they don’t 
pay over $1, $1.50 per square foot minimum rent. But they will pay more if 
they want the location. But if you’re leasing a small center, you’re not going 
to get the kind of minimum rent that regional centers are going to get. 

The chains today are making it difficult for the developer to make any money 
on their deals. They’re asking for everything, they know that you have to 
have them, and they’re pretty independent. The only chance you have of making 
a good deal is to have a lot of them who want to go into your center. But if 
you’re not in that position, believe me, it can be a tough, unprofitable deal. 


QUESTIONS ON SHOPPING CENTER LEASING 


—e Should you require a lease deposit? If so, what is the rule of 
thumb? 

Answer: We always ask for a lease deposit. We haven't believed in getting 
much more than a couple of months’ rent. We like to look upon it as a security 
deposit rather than as advance rent because of income tax problems involved. 
But with the chains I don’t think you'll get any deposit and we don’t require any. 
vee if you could get some it’d be fine, but we don’t generally ask for over 1 or 

months. 

In the smaller centers, we use a more or less standard formula. On a 3-year 
lease we get the first month and the last 2; on a five-year lease, the first month 
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and the last three; on a 10-year lease, first month and the last 4; and on a 15- 
year lease, first 1 and the last 5; beyond that it’s a matter of negotiation. 
Question: In a center of between a hundred and a hundred and fifty thousand 
square feet what can you expect as a satisfactory average rental per square foot 
across the United States? 
Answer: I’d say that the average guaranteed rental comes pretty close to $2 


per square foot. When the higher rentals are averaged with the lower rentals — 


you are going to come out pretty close to $2, $2.10 maybe. Anything above that 
you can consider being pretty successful. Vice versa, anything below that, you’re 
in a little bit of trouble. 

Question: What did you have in mind when you mentioned a tax clause in your 
lease? 

Answér: We have in mind that there should be a clause in the lease which 
would require the tenant to pay any increase in taxes over the average of the 
first 2 years, or first 3 years; of course, allowing him to deduct it probably from 
the percentage rent. We'd like not to have to do that, but that probably would be 
what we would do and we are doing it in some cases. 


. 


APPENDIX IV 
{From the Journal of Marketing, April 1959] 


TENANT-SELECTION POLICIES OF REGIONAL SHOPPING CENTERS 
(By Morris L. Sweet *) 


In the development of the regional shopping center, a policy of tenant 
selection is evolving that favors the traditional retailer, the department 
store, and the national chain. By giving these outlets more favorable 
rental terms and a veto power over prospective tenants, many success- 
ful low-margin mass retailers are put into a marginal category. 

Is this policy in the best interests of the regional shopping center’s 
future? Is it likely to lead to the lowering of distribution costs? The 
answers are analyzed in this article. 


The current development of regional shopping centers and their prospects 
for future growth raise critical questions about policies that determine the selec- 
tion of retailers as tenants. What is the effect of present tenant-selection policies 
on distribution costs? Are present tenant-selection policies likely to contribute 
to the longevity of these new retailing institutions? Do their current selection 
policies assist or hamper the distribution of consumer goods? Do they expand 
or limit consumer choice? Can excluded retailers survive outside regional 
centers? The importance of these questions is enhanced by the possible appli- 
eation of selection criteria developed in regional centers to the planned re- 
development of downtown shopping areas. 


TEN ANT-SELECTION POLICY 


This article is concerned with selection criteria related to the merchandising 
character and practices of retail tenants—that is, mass retailers, rather than 
merchants selling luxury goods of limited appeal. It assumed that the basis of 
unacceptability is not lack of financial stability or managerial competence 
and integrity. 


The present policy 

An important factor in current tenant-selection programs is the emphasis on 
planned or limited competition, protection against undue competition from 
new tenants, and limitation of the introduction of new merchandise lines by 
existing tenants. Retailers who are too aggressixe or unorthodox in their mer- 
chandising policies are not wanted. The common result of such tenant-selection 
procedures is the exclusion of successful low-margin mass retailers from regional 


1 About the author. Mr. Sweet is an instructor in marketing at the College of Busi- 
ness Administration of Lehigh University. His undergraduate academic work. was done 
at Rutgers University. He has an M.B.A. in marketing from New York University, 
where he is doing additional graduate work. Mr. Sweet has contributed articles to Sales 
Management and Printers’ Ink. Part of his business experience includes positions as 
a sales analyst for a textile concern and for a retail organization. 
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shopping centers. If possible, a buffer zone is established around the center to 
keep these retailers at a distance. : 

This policy stems from the procedure followed in planning a center. When 
a desirable site is found, the developer obtains an option to buy the land. He 
then attempts to secure long-term leases from prospective tenants as a basis for 
financing the construction of the center. Leases with “prestige” tenants facili- 
tate his efforts to secure the necessary funds. The most desirable “prestige” 
tenant is a large traditional department store. The next most desirable tenant 
is a national chain. 

Thus the department store and the national chain are in a strong bargaining 
position, and they can hold out until the developer accedes to their demands. 
Tight money-market conditions have made it even more necessary for the 
developer to grant concessions to those retailers considered blue-ribbon tenants 
by the lending agency. One result is the more favorable rental arrangements 
given to the department store. These arrangements are such that “most depart- 
ment store deals are of the loss-leader type.”* The reason for the preferential 
treatment is the drawing power of the favored retailer from which other less- 
favored tenants benefit. 

An extremely important concession to be observed in tenant-selection policy 
is the creation of “certain types of restrictive covenants protecting the tenant 
against certain types of competition.”* This gives selected retailers the right 
to veto any prospective tenant. 

Gimbel Bros. has the right to approve all prospective tenants at the Cross 
County Center, Yonkers. N.Y. Macy’s was unable to take over the John Wana- 
maker store at this center. The rental asked may have been too high, or key 
tenants in the center may have disapproved of Macy’s as a fellow retailer. If 
Macy’s was vetoed, the action is paradoxical in the light of later developments 
at the Roosevelt Field Shopping Center in Long Island. 

In addition to getting free land upon which to erect its own building, Macy’s 
was also given a veto privilege over other tenants at the Roosevelt Field Shop- 
ping Center. All other stores were to be leased on a minimum guarantee and 
percentage basis.‘ The poor showing of this center, one of the country’s largest, 
has been well publicized.” A major factor appears to have been too much 
dependence on the department store. When Macy’s did not provide sufficient 
drawing power at the center, the developer and other tenants wanted an addi- 
tional heavy-traffic pulling retailer, preferably Ohrbach’s. The success of a 
nearby discount department store made this type of retailer the logical tenant. 
But Macy’s is believed to have demanded additional concessions before sur- 
rendering its veto against an Ohrbach-type tenant. 


Effects of present policy 

The poor earnings record of many shopping centers has encouraged investors 
to reexamine the potential of shopping centers. Against this skepticism should 
be noted the optimism of such statements as the following. According to 
Theodore Berenson, a leading shopping-center developer, “our centers are 
planned for a 50-year business cycle, and once a regional gets in they are suicide 
to compete with.” An Urban Land Institute report states: “Even those regional 
centers without the best locations or stores will nevertheless be successful be- 
cause their heavy capital investment will deter any competitor from attempting 
to set up a better designed center in the same trading area.” ’ 

But does the present tenant-selection policy warrant any such confidence in 
the future of the regional shopping center? Is the regional center strengthening 
its competitive position by linking its future development to that of the depart- 
ment store and other traditional retailers? In the years since World War II 
many department stores have experienced difficulty in adapting to changing 
conditions and to new forms of competition. As a result of conventional mer- 





*A. L. Alcorn, “Problems of Tenant Selection and Rental Determination in Shopping 
Centers,” Journal of Ereperty Management (fall, 1956), pp. 29-35, at p. 33. 
8 “Caught in Tight Money Pinch Independents Lost in Shuffle as Centers Seek Big Names,” 
Women s Wear Daily (Oct. 19, 1956), pp. 1, 29. 
Eugene J. Kelley, “Shopping Centers Locating Controlled Regional Centers,” Eno Foun- 
dation for Highway Traffic Control (Saugatuck, Conn., 1956), pp. 107-108. 
5 “Weaknesses oar Up, Roosevelt Field Misses 1st Year Sales Goals,’’ Women’s Wear 
Daily (Sept. 27, 1957), pp. 1, 26. 
*David Hoddeson, “Cracked Facade Shopping Centers Have Lost Their Glamor for In- 
vestors,” Barron’s (Aug. 12, 1957), p. 17. 
Shopping Centers Here En Masse,” New York Times (Oct. 21, 1956), sec. 8, pp. 1, 11. 
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chandising methods, many national chains have also found themselves in a 
vulnerable position.” 


The innovator 

Historically the innovating entrepreneur has been considered a disturbing 
element by those whose equilibrium he upsets, Within the center the customary 
resistance exists toward innovistic competition. This type of competition is a 
“dynamic which threatens the status quo, puts all known goods and methods 
potentially out of date, and makes hazardous all investment in specific produc- 
tion equipment and distribution alinements. It is the antithesis of handicap 
competition which aims deliberately to preserve existing channels of distribu- 
tion and to give security to competitors rather than to maintain competition.” * 

If the center is successful in freezing local retailing into a mold which is 
immune to change, new retailing forms or concepts will probably develop outside 
the center. Such changes are socially desirable since they result from increased 
efficiency which generally brings merchandise to consumers at lower prices. 

However, the established retailer is reluctant to adopt changes which disturb 
his smoothly functioning organization. For example, starting on a self-service 
basis differs from conversion to a self-service basis because it does not involve 
the discharge of employees or changing the physical layout of the store. The 
innovator does not have the problem of preserving what may have taken years 
to build ; he utilizes innovation without concern for existing methods. Retailers 
of this type have enjoyed the greatest growth since World War II. Their think- 
ing has consistently been in terms of a high turnover-low margin policy and 
not in terms of higher markups. 

If regional centers follow a policy of excluding such retailers, their competition 
will only be intensified. Competition not only emanates from other regional 
centers, and it does not knock at the center gate and wait to be admitted. Out- 
side retailers will have to compensate the shopper for giving up the conveniences 
of the center. They can do this and survive only by performing the retailing 
function more efficiently. In this rivalry the center merchant may find himself at 
a disadvantage, with higher costs than the excluded retailer who is not subject 
to center controls and higher rents. 

The degree of control a center can exercise over a particular trading area 1s 
limited by the automobile and the availability of alternative retailing facilities. 
These facilities are rapidly coming into existence in the form of farmers’ markets, 
mill outlets, smaller shopping centers dominated by discount houses and super- 
markets, and retailers in free-standing locations. Certain of these retailers 
using austere or primitive facilities seem to have gaged consumer preferences 
better than the developers of many elaborate shopping centers.” 


THE PUBLIC INTEREST 
Does the regional shopping center have any responsibility to the public in its 


selection of tenants? The answer would seem to depend upon its economic im- 
portance as a regional retailing center. The center attempts to reach its goal of 
becoming the area’s major retailing institution by developing into the civic, cul- 
tural, and social center for the region—as integral a part of modern life as were 
the Greek, Roman, and medieval markets and fairs. If the center reachers this 
goal, it might find itself vested with substantial public responsibility and subject 
to some degree of public control. Thus present tenant selection procedures could 
play an important role in determining the extent of public responsibility. 


Legal aspects 

Much of the common law affecting trade emanated from the medieval markets 
which later developed into retail centers and were most influential from the 12th 
to the 15th centuries. Legislation derived from these markets may become even 
more meaningful when applied to their lineal descendants, today’s shopping 
centers. ’ 

* * * But when persons hold themselves out as dealing with the public, 
when persons desire to enter a trade or calling of their own choice, and when 


®§ Faye Henle, “New Look in Women’s Wear Self-Service, Discount Merchandising Pay Off 
for Apparel Chains,” Barron’s (Oct. 7, 1957), pp. 5, 6. 

* Edward M. Barnet. “Showdown in the Market Place,”’ Harvard Business Review (July- 
August 1956), pp. 85-95. at 2. 89. 

% Morris L. Sweet, “Will Today’s Farmers’ Markets Become Tomorrow's Supermarkets?” 
Printers’ Ink (Oct. 12, 1956), pp. 28-31. 
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exchange (trading) is publicly conducted, property and persons become subject 
to the overriding law of the market. Under Anglo-Saxon law (which is the basis 
for the Sherman Act), everyone has of common right the liberty of coming to 
market to buy in competition with others. Everyone has of common right the 
liberty of access to the market, to buy or to sell, without monopoly control, con- 
eerted action or other restraints on competition * * *™ 


Power of exclusion 
Does the shopping center begin to assume the characteristics, importance, and 
responsibility of the medieval market if it is the civic, cultural, and social center 
of the community? Its economic importance may be the result of municipal 
assistance in rezoning, which enables the center to occupy the most strategic 
location in the region. Does an excluded retailer then have grounds for demand- 
admission to the center on the basis of common or statutory law? Obviously, 
physical limitations preclude the acceptance of all who might wish to become 
tenants. But does the center have a unilateral right to select and exclude pros- 
pective tenants? Several decisions, although not directly concerned with the 
shopping center as such, suggest the difficulties that could arise from arbitrary 
use of such a power. These rulings also point out the need for continued admin- 
istrative review of tenant-selection procedures by the center management. 


The Sherman Act 


In Gamco, Inc. v. Providence Fruit 4 Produce Building, Inc. (194 F.2d 484, 
1952), the Providence Fruit & Produce Building controlled the building and 
surrounding land where retail buyers habitually congregated and which had the 
pest shipping facilities in Providence. Gamco, a wholesaler, leased space in the 
Troduce Building, and upon affiliation with a Boston wholesale fruit and produce 
dealer was refused renewal of its lease. The State supreme court upheld a suit 
for trespass and ejectment, but the U.S. circuit court overruled the decision ; the 
supreme court (97 L. Ed. 636) upheld the circuit court ruling. 

The defendants contended that the availability of alternative sites precluded 
any charge of monopoly, but the court held that the availability of substitute 
sites was not an adequate defense. It was only at the Produce Building at which 
buyers gathered and which had the most economical transportation facilities; it 
was thus a monopolist’s advantage to impose upon the plaintiff the work of 
developing another site. 

The court further stated : 

“Admittedly the finite limitations of the building itself thrust monopoly power 
upon the defendants, and they are not required to do the impossible in accepting 
indiscriminately all who would apply. Reasonable criteria of selection, therefore, 
such as lack of available space, financial unsoundness, or possibly low business or 
ethical standards would not violate the standards of the Sherman Antitrust Act. 
But the latent monopolist must justify the exclusion of a competitor from a mar- 
ket which he controls. * * * The conjunction of power and motive to exclude 
with an exclusion not immediately and patently justified by reasonable business 
requirements established a prima facie case of the purpose to monopolize * * *” 
(pp. 487, 488). 

The final judgment in this case (U.S. vy. Providence Fruit & Produce, Inc., C.A. 
1533, District of Rhode Island, Feb. 6, 1953) contained the following provision 
with implications for the limtation of center control over the operations of 
existing tenants. 

IV. The company is enjoined and restrained from: * * * 

(B) Interfering with or restricting any tenant in the conduct of its business; 
provided, however, that the company shall have the right to promulgate reason- 
able, uniform, and nondiscriminatory rules and regulations relating to the 
physical operation of the Produce Building. 

Another pertinent case is American Federation of Tobacco Growers, Inc. v. Neat 
(183 F. 2d 869, 1950). The plaintiff, a farmers’ cooperative, was refused selling 
time at tobacco auctions controlled by the defendant, a tobacco board of trade, and 
which was a prerequisite to doing business in the Danville, Va., market. The 
court held that the Sherman Act had been violated. 

** * A restraint of trade involving the elimination of a competitor is to be 
deemed reasonable or unreasonable on the basis of matters affecting the trade 





4 Report prepared by Dr. Vernon A. Mund for the Select Committee on Small Business, 
U.S. Senate, 85th Cong., Ist sess., “The Right to Buy and Its Denial to Small Business,” 
Document No. 32 (1957), p. 74. 
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itself, not on the relative cost of doing business of the persons engaged in compe 
tition. One of the great values of competition is that it encourages those who 
compete to reduce costs and lower prices and thus pass on the saving to the public; 
and the vane of monopoly is that it perpetuates high costs and uneconomic prac. 
tice at the expense of the public (p. 872). 

Another legal factor which might be considered is that of the State interegt 
involved. Federal legislation may not necessarily apply to an intrastate shopping 
center, but most States have legislation comparable in many respects to the 
Federal Sherman and Clayton Acts. “Some 27 States have adopted constitutional] 
provisions which condemn monopoly, restraint of trade, restraint of competition, 
price fixing, and in some cases, concerted action to limit output. * * * Some 41 
States, moreover, have enacted statutory provisions against such offenses,” 
There has been limited activity under the provisions of this type of legislation. 
Since there is no need for new legislation to be enacted, they may serve to facilitate 
action by interested parties. 

CONCLUSIONS 


The pertinent questions at this point is what would occur if the philosophy of 
the regional shopping center were to change, and if those tenants now considered 
marginal were admitted to the center. The need for such change is foreshadowed 
by the incipient development of a new type of retailer, a combination of the super- 
market and discount house. Supermarkets are expanding even further into non- 
food lines to the extent of duplicating the merchandise lines of the discount 
house, and discount houses are expanding into food lines. The competitive 
problems of the regional shopping center would be accentuated because the com- 
bined supermarket and discount house offer more intense competition in all 
merchandise lines. The merchants in the center, besides being subject to higher 
costs which limit their competitive ability, were selected on the basis of a center 
philosophy of limited or planned competition. This orientation would contribute 
little in a struggle for survival. 

The advantages of admitting presently unacceptable tenants are demonstrated 
by the increase in the shopper appeal of downtown areas when these retailers 
have moved into buildings formerly occupied by traditional department stores. 
Further proof is suggested by the consideration given to such retailers when 
the regional shopping center fails to meet its sales goal. If these tenants were 
admitted to the regional center at its inception, its drawing power would 
be strengthened by providing the shopper with a more representative and de- 
sirable selection of merchandise and prices. 

There would be a favorable reaction on marketing costs as other center 
tenants are stimulated to reduce costs and are prevented from becoming com- 
placent. The center could then absorb and utilize innovation instead of being 
threatened by it. Problems could arise for the developer, with the likelihood 
of retailers questioning the suitability of present rental arrangements which 
are based on the costs of building and operating the center. 

The absence .of the low-margin mass retailers makes the center attractive 
largely to the shopper seeking goods of limited appeal or regarding the center 
as a showplace. With the passage of time another type of regional shopping 
center may be planned without frills for the low-cost retailer, or some of the 
existing centers under pressure may be reoriented toward the low-cost retailer. 
The use of the automobile and the increased availability of comparative price 
information limit the power derived from location and distance. If the center 
is successful, outside retailers will demand changes in admission policies; and 
legal controls are a possible concomitant of a closed door policy. 

A modified open door policy that gives equal consideration to those retailers 
now considered unacceptable or marginal is necessary; the center cannot 
thrive as the citadgl of the status quo. The regional shopping center can assure 
itself of a healthy and continued existence and make a contribution toward 
lowering distribution costs by encouraging the innovating entrepreneur. 


% Vernon A. Mund, “Government and Business (New York: Harper & Bros., 1955), 2d 
edition., p. 446. 
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Summary of 
Findings and Recommendations 


This is the first study ever published on the unprecedented 
deluge of mergers covering retail food distribution for the fifth 
consecutive year. It is based on a four-year record of merger 
acquisitions of food stores. 

The primary purpose of this report is to call attention to the 
magnitude and some of the major characteristics, causes and con- 
sequences of this ominous trend. It is hoped that this study will 
lead to careful consideration of the growing concentration of eco- 
nomic power in retail food distribution and the implications it 
holds for the future. 

The main features of the report are summarized in the following 
points: 


e Since 1955, a minimum of 2,657 locally operated food stores 
have been swallowed up in merger acquisitions. 


e The estimated annual sales volume acquired by these acquisi- 
tions is $2,824,830,000. This is equal to current total sales of 
grocery stores in 14 states. 


e A total of 160 acquisitions made by 68 companies is covered 
in the study. 


e In the majority of instances modern progressive multi-store 
operators have been bought out by large interstate organizations. 


e The states of Illinois, Indiana, Michigan and Ohio have had 
more merger acquisitions of food stores than any other region of 
the country. 


e@ Food chains having annual sales from $400 million to $1 billion 
were the most merger acquisitive group. Those having 300 to 600 
stores were also in this class. 


e The huge number of acquisitions of modern, efficient local multi- 
unit retailers is leading to serious concentration of food store sales 
in many important markets. 


e The pyramiding effect of the competitive merger race in retail 
food distribution is interfering with the more desirable stabilizing 
growth through internal development. 


e The flood tide of mergers raises serious problems for farmers, 
growers, processors and manufacturers. They face growing power 
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concentrates in retail food distribution which places them at a 
substantial disadvantage in marketing their products. 


e As concentration grows in major markets, retail organizations 
in control will be able to select by legal means the prevailing 
methods of competition. This will introduce vast changes in the 
form competition takes within the retail food industry. 


e A census of economic concentration in retail food distribution 
in important markets should be made on a yearly basis. 


e The present Federal tax structure is a major cause of mergers. 


e Price discriminations and unearned promotional allowances now 
enjoyed by the more unscrupulous large retail organizations are 
another major incentive to mergers. 


e Other causes leading community enterprise to sell out include 
lack of trained management, inability to obtain choice store loca- 
tion sites, high interest rates on borrowed money, difficulty in 
expanding, fear of strikes, growing complications in operating a 
private business, and perhaps most of all, the feeling that only 
large corporations have a good chance of continued success in the 
present atmosphere. 


e The antitrust laws and their enforcement need to be strengthened 
substantially in their application to retail food distribution. 


e A thorough investigation into the causes and effects of retail 
food mergers is urgently needed. 


e Our free competitive economy is threatened by too much con- 
centration in retail food distribution. Mergers are a prime source 
of centralization of power that is taking place. 


A Battle for Power 


This is an introduction to the story of a great revolution sweep- 
ing across the largest segment of the nation’s distribution system. 
Quietly and steadily enormous changes are taking place reshaping 
the economic structure of retail food distribution in this country. 
_ On the basis of what little we know now about this great trans- 
formation, it is not possible to measure its future implications on 
our economic and political institutions. 

Appearances would seem to indicate, however, that within this 
important segment of the economy there are the makings of tre- 
mendous changes which may mark a critical period in American 
economic history. 
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The members of this Association operate thousands of com- 
munity food stores and supermarkets across the country. As com- 
munity businessmen, they are on the firing line in a fierce battle 
going on within retail distribution of food and groceries—a $50 
billion market directly affecting more persons than any other in 
the country. While this struggle is now waged primarily at the 
retail level, its impact extends over the vast network of the nation’s 
facilities for growing, processing and manufacturing foods reaching 
the consumer. In this battle, some firms apparently are seeking to 
obtain an entrenched position as one means of acquiring economic 
security. 

The cold war now going on in the consumer market is just 
beginning. Those who win this contest at the retail level will have 
enormous advantages in extending their power backward over 
food manufacturing, processing and farm production as well. Pos- 
sibly no economic struggle America has yet witnessed challenges 
the principles of private enterprise as this one seems destined to do. 

The following report is intended to focus attention on some of 
the aspects of this trend in the hope that full consideration will be 
given to its scope, character, causes and consequences on the 
economy and other areas of national well-being. 


Merger Maelstrom 


The growth of centralized economic power in retail food distri- 
bution is strikingly highlighted by the unprecedented wave of 
merger acquisitions in this field. For the past four years, the 
Association has kept a record of merger acquisitions of retail food 
stores based on a wide variety of public, as well as private, sources 
of information. It has supplemented this with efforts to search out 
and examine the major factors behind the trend. The study covers 
160 acquisitions by 68 companies of all sizes and shows that a 
total of 2,657 food stores, with estimated annual sales (at the time 
of acquisition) of $2,824,830,000, were absorbed in a flood tide of 
merger activity in the four-year period, 1955-1958. 

The magnitude of the $2.9 billion annual sales volume of food 
stores acquired through merger acquisitions in the last four years 
can be measured by comparing it to total yearly grocery store 
sales in a number of states. Since 1955, the pace of merger activity 
in retail food distribution has been so fast that the estimated total 
annual sales volume taken over exceeds the current combined 








tle 


SHOPPING CENTERS—1959 187 


sales volume for all grocery stores in 14 states—Arizona, Arkansas, 
Delaware, Idaho, Montana, Nebraska, Nevada, New Hampshire, 
New Mexico, North Dakota, Rhode Island, Utah, Vermont and 
Wyoming. 

The comparison is equally shocking when it is made with sales 
for various metropolitan areas. The total estimated annual sales 
volume of stores acquired as a result of merger acquisitions in 
retail food distribution in the period 1955-1958 is greater than 
the current combined yearly sales of all grocery stores in the 15 
metropolitan areas of Atlanta, Birmingham, Columbus, Dayton, 
Denver, Fort Worth, Indianapolis, Louisville, Memphis, Miami, 
New Orleans, Portland (Oregon), Rochester, San Diego and Seattle. 

When in only four years, merger acquisitions of retail food stores 
have brought about the absorption of sales volume greater than 
either the total grocery store sales for 14 states or for 15 large 
metropolitan centers, it can hardly be doubted that the rate of 
such acquisitions holds grave implications for the future. And 
when all signs point to a continuation of such acquisitions, a 
determined attempt to stem this tide is certainly necessary. 


Regional Analysis 


Chart 1 compares the annual sales volume of food stores acquired 
by merger acquisitions for nine geographic divisions of the United 
States. 

Chart 2 shows the same comparison for the number of food stores 
acquired. 

The states of Illinois, Indiana, Michigan, Ohio and Wisconsin, 
composing tiie East North Central Region, have had the greatest 
merger activity both in terms of sales volume and stores acquired. 

This is largely because four of the most acquisitive food chains— 
National Tea, ACF Wrigley, Colonial and Kroger—have all been 
active in these states. Merger acquisitions by these four chains in 
this region account for around 70% of the total sales volume and 
approximately 60% of all stores taken over by mergers in the 
area. Almost 24% of the total sales volume of all food stores ac- 
quired through merger acquisitions in the country was in these 
five states. The same area accounts for almost 21% of total food 
stores aequired in the nation. 

The three Pacific states of California, Oregon and Washington 
rank second among the geographic divisions in terms of sales 
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volume of food stores absorbed by mergers. Los Angeles was the 
prime center of such acquisitions. 

No major national chain made any acquisition in these states 
within the period studied. The relatively large food stores in this 
area helped to increase the total sales volume of stores taken over. 
Whereas 20% of the total sales volume of food stores acquired by 
mergers was in the Pacific states, they account for only 15% of 
total food stores acquired in the nation. 

Three geographical areas, South Atlantic (Delaware, Florida, 
Georgia, Maryland, North Carolina, South Carolina, Virginia and 
West Virginia), West South Central (Arkansas, Louisiana, Okla- 
homa and Texas), and the Middle Atlantic (New York, New 
Jersey and Pennsylvania) are responsible for approximately the 
same percentage (around 13% for each) of total food store sales 
volume acquired by means of mergers. The same is true of stores 
acquired where the average for each of the three areas is about 
16% of the total for the country. 

The 15 states in these three regions of the United States account 

for almost 40% of total food store sales acquired by merger ac- 
quisitions and around 48% of total food stores taken over. Four 
food chains— Winn-Dixie, ACF Wrigley, Kroger and Grand Union 
—who have been very active in the retail food merger movement, 
gained control of about 54% of the combined total annual sales 
volume acquired through retail food store mergers for all three 
regions and around 53% of all food stores taken over in the same 
area. 
In the West North Central area (Iowa, Kansas, Minnesota, 
Missouri, Nebraska, North Dakota and South Dakota) three food 
chains— National Tea, ACF Wrigley and Safeway—acquired ap- 
proximately 74% of the total annual sales of food stores bought 
out through mergers in the area. They also took over about 72% 
of the total number of such stores acquired by mergers in this 
region. 

The Mountain states of Arizona, Colorado, Idaho, Montana, 
New Mexico, Nevada, Utah and Wyoming account for approxi- 
mately 4% of total food store sales acquired in the nation by 
merger acquisitions. National Tea is the only major acquisitive 
food chain active in this area. The annual sales volume of food 
stores it has acquired in Colorado and Wyoming alone represents 
around 51% of the total food store sales acquired in this region 
by mergers. 

The states of Alabama, Kentucky, Mississippi and Tennessee, 
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which make up the East South Central Region, account for ap- 
proximately 3% of both total food store sales and total number of 
outlets taken over in the nation by retail food mergers. 

Three major acquisitive chains— National Tea, Colonial Stores 
and Winn-Dixie—are responsible for around 74% of total food 
store sales and approximately 84% of the total outlets acquired 
by mergers in these four states. 

The New England states have the lowest percentages of any 
geographical region. Less than 3% of both total sales volume and 
stores acquired in the nation by merger acquisition occurred in 
this region. Grand Union acquired approximately 40% of the 
total food store sales taken over through mergers in these states. 

The apparent discrepancy in Charts 1 and 2 between the com- 
bined total of all regions and that shown for the United States is 
accounted for by the fact that the regional analysis omits considera- 
tion of the large merger acquisition of National Tea by George 
Weston Ltd. Adequate figures for this purpose were not available. 

Analysis of food store merger acquisitions by regional areas of 
the country indicates that the prime and virtually only factor 
determining the relative amount of merger activity in each geo- 
graphical region is the degree to which the major acquisitive chains 
are active in the area. The only notable exception to this rule is 
California where local and regional chains have a remarkably 
strong position. 


Analysis by Acquiring Firms 


Tables 1 and 2 show the largest acquiring firm in this field to be 
George Weston Ltd. The acquisition involved here was the pur- 
chase of a controlling interest in National Tea. Through a sub- 
sidiary, Weston also owns a controlling interest in Loblaw Inc., 
which operates almost 200 food stores in four states with total 
annual sales in excess of $260 million. Weston also makes and dis- 
tributes a large number of food products throughout the world. 
It is a large biscuit and cracker manufacturer in the United States. 

In terms of retail sales volume acquired by food chains through 
merger acquisition of food stores in this country, Chart 3 shows 
ACF Wrigley is at the top with around $277 million annual sales 
volume absorbed. This chain was first organized in December, 1955, 
and now claims to have the largest share of food store sales in 
Detroit. At the time of its organization, it bought out two com- 
peting local chains in Detroit operating a total of 93 stores with 
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TABLE 1 


ESTIMATED NUMBER OF FOOD STORES 
ACQUIRED BY MAJOR FIRMS 


THROUGH MERGER ACQUISITIONS 
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TABLE 2 


ESTIMATED ANNUAL SALES* OF FOOD STORES 
ACQUIRED BY MAJOR FIRMS 
THROUGH MERGER ACQUISITIONS 


1955-1958 


Millions of Dollars 
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combined annual sales of approximately $157 million. At the same. 
time it gained control over an efficient wholesaler in Detroit which 
presently supplies community retailers competing with Wrigley 
stores. This is an instance where a merger acquisition by a food 
chain resulted in a wholesaler supplier of local food dealers being 
taken over by a large merged competitor in the same market. 

Wrigley now operates some 190 stores in five states, 158 of which 
it acquired through the absorption of seven local multi-unit oper- 
ators. Approximately three-quarters of its present sales volume 
was acquired through the purchase of community operated food 
stores. 

When in three years’ time an organization new in the field of 
retail food distribution can gain control over nearly 200 food stores 
with annual sales of approximately $370 million and secure a 
dominant position in at least one large metropolitan market almost 
entirely by merger acquisitions, the result is the most convincing 
evidence of the tremendous economic power which can be gained 
by those who aggressively use this quick means of growth. 

Chart 3 shows Kroger, the third largest U. S. food chain with 
annual sales of $1.7 billion and over 1,400 stores in 21 states, to 
have acquired the second highest sales volume absorbed through 
merger acquisition by food chains. In terms of food stores taken 
over, Kroger ranks fourth with 131 stores as indicated on Chart 4. 
The West South Central states of Texas, Louisiana and Arkansas 
is the area where it concentrated its heaviest merger activity. 
Approximately three-fourths of both the sales volume and food 
stores it acquired through merger activity is located in this region 
and primarily in the state of Texas. Five locally operated multi- 
store organizations were absorbed by Kroger, four of which did 
business in Texas. 

The third most acquisitive chain in terms of sales volume ac- 
quired is Grand Union. It ranks fifth in number of stores bought 
out. Its merger operations cover an area of nine states along the 
East Coast from Florida to New Hampshire. In the four-year 
period, Grand Union bought out some 12 smaller companies oper- 
ating from a high of 41 food stores to low of 2 stores. In New 
Hampshire it absorbed an operator of six stores said to be the 
state’s leading independent. Grand Union now has around 470 
stores in nine Eastern states with annual sales of about $500 million. 

National Tea, the fifth largest food chain with annual sales 
around $700 million and over 900 stores, is the fourth most acquisi- 
tive chain in terms of sales volume acquired. As Chart 3 indicates, 
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ESTIMATED ANNUAL SALES* OF STORES 
ACQUIRED BY MAJOR ACQUISITIVE FOOD CHAINS 
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Chart 4 


ESTIMATED NUMBER OF STORES ACQUIRED BY 
MAJOR ACQUISITIVE FOOD CHAINS 
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both it and Grand Union are running a close race for the third 
position. National Tea, however, with approximately 178 stores 
acquired, is second in this category as indicated on Chart 4. 

This organization has bought out some 14 local operators in 12 
states from Michigan and Alabama to Wyoming and Colorado. In 
Chicago, it acquired 12 stores formerly operated by a member of a 
large cooperative supplying community retailers in Illinois. Its 
largest acquisition is an 85-store chain with units in Iowa, Ne- 
braska, South Dakota and Minnesota. It also absorbed a 28-store 
operator in Colorado and Wyoming. Some of these acquisitions 
included processing facilities such as bakery and meat plants. 

Winn-Dixie, the eighth largest food chain, operating in nine 
Southern states with an annual sales volume approaching $600 
million and around 480 stores, ranks as the fifth most acquisitive 
chain in terms of sales volume acquired. However, because of the 
relatively low average sales volume of the stores it has acquired, 
it is first in number of food stores absorbed, as shown on Chart 4. 
Winn-Dixie also holds the distinction of making the largest chain 
acquisition of food stores when it bought out a 117-unit chain 
operating in Georgia, South Carolina and North Carolina. It also 
purchased the largest intrastate operator in North Carolina. Some 
eight regional and local chains have been absorbed by Winn-Dixie 
in the last four years. ) 

The sixth most acquisitive food chain is Colonial with annual 
sales considerably in excess of $400 million and operating around 
460 stores. Colonial’s merger acquisitions cover seven states from 
Florida to Indiana and Ohio. In two acquisitions it absorbed 80 
stores operated by local chains with annual sales volume of almost 
$114 million. Colonial is seventh in number of stores taken over. 

American Stores, the fourth largest food chain having annual 
sales around $850 million with about 840 stores, is sixth in number 
of stores acquired and twelfth in sales volume absorbed. It made 
two acquisitions in the last four years, the biggest by far being its 
acquisition of a 92-unit chain operating in New York and Penn- 
sylvania. 

Safeway Stores, the second largest chain with annual sales of 
$2.1 billion and over 2,000 stores, is the tenth most acquisitive 
chain in both sales volume of stores acquired and number of out- 
lets taken over. Its biggest acquisition was a 30-unit local chain 
in Iowa. 

Food Fair of Philadelphia, the sixth largest chain having annual 
sales over $600 million and operating around 370 stores, ranks 
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eighth in sales volume and number of stores acquired. Its biggest 
acquisition was a Florida chain with 38 stores and around $60 
million annual sales. One of its recent acquisitions is now in litiga- 
tion. This resulted from a quarrel with another chain which also 
endeavored to buy out the local operator. The matter is now in court. 
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Analysis by 
Size of Acquiring Firm 


A fact of some significance is that A & P, the giant in the in- 
dustry, refrained from joining the explosive merger movement in 
retail food distribution during the period considered. This chain 
has more than $4.7 billion in sales and over 4,000 stores and is more 
than twice the size of its largest competitor. In this respect it 
holds a unique position in the industry. 

Safeway, the second largest, has been a relatively minor factor 
nationally in the merger movement although it did make a major 
acquisition in the Des Moines (Iowa) market. 

Of the food chains having sales over a billion dollars, Kroger 
stands alone as the only organization using merger acquisitions 
in an aggressive manner for expansion purposes. 

Charts 5 and 6 show the relative merger activity of acquiring 
chains grouped by their total sales volume using 1957 figures. 

Approximately 12% of total food store sales acquired through 
merger acquisitions by food chains is accounted for by chains with 
sales over $1 billion. The comparable figure for number of stores 
absorbed is 10%. However, around 80% of the $239,541,000 in 
sales of acquired food stores purchased by chains with over $1 
billion in annual sales is accounted for by Kroger alone. The 
merger activity of chains in this classification is to a large extent 
the result of Kroger acquisitions. 

Food chains with 1957 annual sales of $400 million to $1 billion 
have been a major factor in the supermarket merger movement 
over the past four years. Chart 5 shows that the acquisitive 
chains in this category — National Tea-Loblaw, Grand Union, 
Winn-Dixie, Colonial, Food Fair, American and Jewel Tea—ac- 
quired a combined total of $826 million annual sales through food 
store acquisitions over the past four years. Chart 6 indicates that 
the same group of companies also predominates in number of 
food stores taken over. 

Approximately 40% of total food store sales absorbed by food 
chains through merger acquisitions in the four-year period studied 
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Chart 5 


ESTIMATED ANNUAL SALES* OF STORES ACQUIRED 
BY MAJOR ACQUISITIVE FOOD CHAINS 
GROUPED BY TOTAL ANNUAL SALES VOLUME 
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Chari 6 


ESTIMATED NUMBER OF FOOD STORES ACQUIRED 
BY MAJOR ACQUISITIVE FOOD CHAINS 
GROUPED BY TOTAL ANNUAL SALES VOLUME 
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are accounted for by acquisitions of chains with 1957 sales volume 
in the class $400 million to $1 billion. The comparable percentage 
figure covering number of stores taken over by these same firms 
is 49%. 

The only food chain in this sales group which appears not to 
have engaged in any merger acquisitions in the period covered is 
First National Stores operating in the New England states and 
New York. Of the seven acquisitive chains in this group, only 
American and Jewel Tea acquired less than $100 million in sales 
through merger acquisition. 

ACF Wrigley is responsible for over half of the total food store 
sales acquired through merger acquisitions by acquisitive food 
chains having a 1957 sales volume of $100 to $400 million. 

Only 15% of total store sales volume acquired by all food chains 
through merger acquisitions in the four-year period went to 
the smaller chains with annual sales of $50 million to $100 
million. Those below $50 million got considerably less than even this. 

Charts 5 and 6 indicate a heavy concentration of merger acquisi- 
tions by the medium-large food chains with 1957 sales in the range 
of $1 billion to $400 million. If Kroger and ACF Wrigley are added 
to this group the concentration is considerably greater. 

A similar pattern of concentration is shown by Charts 7 and 8 
which group acquiring chains by total number of stores operated. 

Three chains—A & P, Safeway and Kroger—have over 1,000 
stores. Kroger is again the most acquisitive chain in this group. 
Around 12% of sales volume and 10% of stores acquired by all 
size chains is accounted for by Kroger and Safeway. 

Those having 1,000 to 600 stores are National Tea-Loblaw and 
American. They acquired 11% of sales volume and 17% of stores 
taken over by all food chains through merger acquisitions in the 
period studied. 

Those having 600 to 300 stores are Grand Union, Winn-Dixie, 
Colonial, Food Fair and First National. The first four of these 
acquired 27% of sales volume and 30% of stores absorbed by all 
food chains. 

In the group having 300 to 100 stores, ACF |Wrigley stands out 
as the major acquisitive chain. 

The first four groups of acquiring chains—those with more than 
100 stores—together account for over 70% of both sales volume 
and number of stores acquired by all food chains through merger 
acquisitions in the years 1955 to 1958. 








202 


Chart 7 
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Chart 8 


ESTIMATED NUMBER OF FOOD STORES ACQUIRED 
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The analysis by acquiring chains shown by Charts 4 through 7 
indicates that the medium-large firms have been the most aggres- 
sive in the supermarket merger movement. In terms of total saleg 
and number of stores operated, Kroger is the largest vigorously 
acquisitive firm and ACF Wrigley appears to be the smallest. 

Tremendous sales increases have been experienced by the major 
acquisitive chains in the medium-large class. From 1954 to 1957, 
their combined store sales increased 49%, while total grocery store 
sales for all outlets covering the same period experienced an in- 
crease of only30%, and total sales for the so-called independents in- 
creased by 20%. One Southern chain which has been tremendously 
active in the merger movement increased its total sales by 125% 
in this period. 


Prescription for Monopoly 


An inclination may arise here to conclude that the merger trend 
participated in largely by medium large chains is beneficial be- 
cause it serves to strengthen competition with the largest organiza- 
tions, such as A & P. 

This is erroneous on several counts. First, because the market 
strength on the selling side of the very large chains varies in dif- 
ferent areas where their stores are located. In this respect, they 
are not the most powerful in every market they serve. In some 
areas medium-large organizations have a greater proportion of 
sales than their larger national competitors. To be sure, other 
considerations arise when the buying power of such large organiza- 
tions is considered, but there are basic objections to the principle 
that competition in retail food distribution is served by a policy 
facilitating a rapid enlargement of a few medium size firms into 
giants comparable with those already in existence. The answer to 
concentration of economic power is not more of the same. 

The continued absorption of small community chains by medium- 
large organizations (even where the merger is not among competi- 
tors) feeds the trend toward concentration and the lessening of 
competition. 

The logical development of the argument that second-string 
companies should be permitted to gobble up small efficiently oper- 
ated local chains in order to compete with their larger competitors 
would be to permit merger acquisitions by them until they reach 
the size of their largest competitor. This approach would prevent 
merger acquisitions only by the largest companies, while giving 
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immunity to their powerful (but smaller) competitors. A better 
prescription for the monopolization of an industry could hardly 
be written. 

During the past four years, neither the Federal Trade Commis- 
sion nor the Department of Justice has challenged the legality of 
any merger acquisition in retail food distribution. This fact is one 
of considerable significance. It raises some serious questions con- 
cerning the effectiveness of antitrust enforcement policy in this 
area. There cannot be any doubt that the failure of the antitrust 
enforcement agencies to act has served to accelerate the merger 
trend in the last four years. 


Pyramiding Effect 


An alarming feature of the present merger wave in retail food 
distribution is that it has created what can best be called ‘“‘com- 
petitive mergerism”. Companies have been forced by the trend to 
participate in the process in order to protect their market position. 
To them it is a matter of self defense. 

The result is a strong influence promoting concentration of eco- 
nomic power in conflict with the normal process of growth and 
development. The more desirable growth through internal develop- 
ment based on superior efficiency and service to consumers is 
supplanted by a struggle for economic power. It is not likely that 
an industry held in the grip of such a trend can maximize its 
efficiency and perform the other functions and responsibilities 
society imposes on it. 


Long-run Threat 


Tendencies toward monopoly appear in many forms, for monop- 
oly has many dimensions, and this makes its identification not 
always easy. 

Rugged competition in retail food distribution probably exists 
today in most areas, but the problem is to stop incipient threats 
which will produce the evils of economic concentration and monopo- 
listic competition. 

When this condition develops in a market, consumers will have 
lost the advantages of vigorous price competition, for the large 
firms in control will gain no advantage over each other by a 
strong policy of price reductions. The long-run effect is lessening 
the desire as well as the necessity for vigorous price competition. 
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By the same token, they will be able to force out of the market, or 
discipline, any local competitors who are not subservient and dis- 
courage new entries as well. 

In broad effect, retail food distribution can become so heavily 
concentrated in important markets through merger acquisitions of 
aggressive and efficient local operators that the larger firms in the 
area will be able to select the methods by which they will compete 
with each other. No collusion is necessary for this. It is simply a 
matter of doing what comes naturally. When this occurs, competi- 
tive behavior will not be what it was when strong local operators 
were present to provide the balance of power in the market. 

In this industry, true competition cannot be preserved without 
a large number of firms in every market. Any trend substantially 
reducing the number of units, especially those most able to com- 
pete against large interstate organizations, raises the most serious 
implications. Therefore, even though the effects of a given merger 
acquisition may not be immediately serious in itself, a danger 
does arise when the process becomes cumulative developing into 
a substantial trend which impairs the strength of community oper- 
ators in numerous markets. The long-run threats of this develop- 
ment in retail food distribution are enormous. 
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A Tightening Clamp 


In many instances local multi-unit distributors bought out were 
a strong competitive factor in their market. Their absorption by 
larger interstate organizations resulted in an immediate and some- 
times substantial reduction in the share of the market held by 
independent or local distributors. In Erie, Pennsylvania, for in- 
stance, the acquisition of two local chains reduced the independ- 
ents’ share of that market from around 63% to approximately 
37%. Another acquisition transferred approximately 18% of the 
retail food business in Dallas from a local operator to a large 
national chain. And about 30% of the market in Des Moines, 
Iowa, was acquired by a large retail distributor which recently 
entered this area through the purchase of a local multi-unit operator. 

The effects of sudden changes in the share of market held by 
local business cause severe problems for local suppliers who are 
threatened with the loss of a large part of their business. The dis- 
locations in local markets resulting from large integrated chains 
gaining a substantial share of the retail sales in an area through 
merger acquisitions of strong community retailers constitute one 
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of the most serious problems raised by the merger trend in 
this industry. 


Concentrated Buying Power 


The flood tide of mergers in retail food distribution also raises 
serious problems for farmers, growers, processors and manufac- 
turers who produce the products sold in food stores. 

The concentration of sales at the retail level creates many ad- 
verse effects on producers of raw and processed products. They are 
placed in a position where fewer buyers are purchasing a greater 
share of their products, and since the value of what they produce 
depends on its sale to consumers, their bargaining position is being 
substantially weakened. 

Concern on this score has been repeatedly expressed by growers, 
one of whom voiced alarm by saying that: “it is not beyond possi- 
bility that within five years fifty to seventy-five men buying for 
large chains will control a considerable percentage of the market 
for our product.”’ There is ample evidence of concern among farmers 
and producers over the declining diffusion in buying power which 
is being accelerated by the merger trend in retail food distribution. 
This is leading more producers to adopt what is called the com- 
bined market approach. Some producer groups see this approach 
as the only effective answer, apparently feeling that the trend 
toward concentration at the buying level is not going to stop, and 
efforts by the Government in this direction will prove to be as in- 
adequate in the future as they have in the past. 

Because so little is known about the facts of the situation, there 
is some dispute over whether the expanding power of retail dis- 
tributors is being exercised in a manner injurious to farmers and 
producers. But common sense tells us that whether or not abuses 
are presently taking place, the existence of such power and the 
prospects for its further growth, certainly are a matter of concern. 
As Lord Acton stated, ‘‘Power tends to corrupt; absolute power 
corrupts absolutely.’’ This poses the question of whether within 
the framework of our government and society, the rapid expansion 
of such centralized power can be tolerated. This is certainly an 
area that merits close examination by those concerned with the 
welfare of agriculture. 

It is well established, however, that manufacturers and proc- 
essors have already felt the irresponsible use of concentrated buy- 
ing power by unscrupulous distributors. The purchase of shelf space 
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in retail stores is a growing practice which manufacturers are being 
forced to accept in order to obtain an adequate market for their 
products. An infinite variety of economic pressures is being placed 
on them for discriminatory price preferences and preferential al- 
lowances. Some distributors are able to finance their advertising 
costs in large market areas from cooperative advertising payments 
paid by manufacturers with a sizable sum left over. Discrimina- 
tions in favor of powerful retail distributors are now so prevalent 
in the food distribution industry that a large percentage of anti- 
monopoly investigations by the Federal Trade Commission con- 
cern alleged violations in this field. 

The growth in the sales of distributor brand merchandise is 
another incidence of developing concentration of sales at the retail 
level. Manufacturers are facing unprecedented competition from 
their large retail customers whose strength is forcing producers of 
well established national brands to make the same quality product 
under distributors’ private labels at a substantially reduced price. 
Recently, food manufacturers attending a meeting of their national 
trade association were warned that the day is coming when they 
will be forced to share their manufacturing facilities with their 
customers in the production of products for private labels of large 
chains in order to enjoy their cooperation and favor in marketing 
nationally advertised products. A clearer indication of what the 
centralization of economic power at the retail level ir. food distribu- 
tion holds for manufacturers and suppliers could hardly be given. 

The immense discriminatory buying advantages which the more 
unscrupulous large retail organizations can obtain over their smaller 
rivals has had as much to do as anything in bringing about the 
explosive merger movement. The instrument for obtaining dis- 
criminatory concessions from suppliers, is “buying power’ and 
this is increased more easily and more quickly by merger acquisi- 
tions than by any other means. 


Taxes Part of Problem 


A true understanding of the causes of the present merger trend 
in retail food distribution cannot be had without considering some 
of the major factors which induce local operators to sell out. Of 
course, the importance of various considerations differs in individ- 
ual instances. 

One of the major factors is certainly the present Federal tax 





an, - 


—S es - . £4 > Bei 268 ces. a _— dt 


. a Oe 


ee ee 








SHOPPING CENTERS—1959 209 


structure. Local operators find it difficult to secure outside capital 
for expansion and therefore have to rely in great measure on re- 
tained earnings. They can only use earnings after taxes which 
substantially diminishes the amount available for plowing back 
into the company. Legislation affording a tax reduction measured 
by increased business investment would give meaningful relief to 
small and medium size concerns on this score and would tend to 
he ]preduce the number of mergers as well as strengthen the economy. 

The imposition of the estate tax also contributes to mergers 
with closely held firms where the owners have a large share of their 
assets invested in the business. The prospect of the estate tax and 
the possibility that payment of it will jeopardize the financial 
stability of the company and injure heirs of the owner are un- 
doubtedly contributing to mergers. Some relief has been provided 
in this area in recent years, but it does not go far enough. The most 
needed action at the present time is a substantial increase in the 
specific exemption of $60,000 which was established in 1942. The 
effect of inflation has made the estate tax an incubator of monopoly. 

Another tax consideration is that under the present structure 
large enterprise has a strong incentive to purchase local businesses. 
Acquiring firms can pay tremendous sums for businesses which 
owners of local enterprise find hard to turn down. Offers have been 
made at more than twice the book value of assets and some offers 
run as high as 14 times annual earnings. 

The high incidence of taxation and the avoidance of taxes through 
various devices which result in the use of tax-free money con- 
tribute immensely to the merger trend. Effective action to curb 
the merger trend requires a realization that our present tax system 
is motivating economic concentration which the antitrust laws 
seem unable to prevent. 


Other Factors 


Numerous additional considerations play an important part in 
stimulating the merger trend in retail food distribution. 

They cover such items as lack of trained management, inability 
to obtain choice store location sites, high interest rates on borrowed 
money, difficulty in expanding, fear of strikes, growing complica- 
tions in operating a private business, and perhaps most of all, the 
feeling that only large corporations have a good chance of con- 
tinued success in the present atmosphere. 

The mounting merger trend has helped to sap the will and 
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strength of the local operator to withstand the economic pressures 
he faces. When a handsome offer is made by a large firm, he ig 
already conditioned to accept a proposal. In fact, some operators 
have taken the initative and sought offers to purchase from large 
chains. If you can’t lick them, join them is often considered ag 
the only answer to the problem. 


Preventive Medicine 


In addition to tax changes and a strengthening of the antitrust 
laws and their enforcement, action is needed to deal with the 
major reasons leading local operators to sell their enterprises, 
This requires a thorough inquiry into every cause of the present 
merger trend. Before help can be rendered, the facts must be 
known. There is a pressing need for preventing causes as well as 
effects of the steady trend toward collectivism in retail 
food distribution. 

Far too little is known about what is taking place in this segment 
of distribution. The importance of effective action reaches far 
beyond just food distribution since undue concentration in this 
area is a forerunner to socialized control over the economy. The 
results of the present trend toward concentration of sales in fewer 
food stores in urban markets are generally unknown. Until more 
attention is given this matter and more reliable data is collected 
on it, the full impact of current market changes in the industry 
on consumers cannot be known or carefully considered. There 
is a clear and present need for a yearly census measuring concen- 
tration in food store sales in major metropolitan markets across 
the country. 


A Confusing Comparison 


It is often contended that, since community retailers are re- 
sponsible for almost 60% of total grocery store sales in the nation, 
there is no present threat of concentration. 

The fact of the matter is, however, that comparing sales by in- 
dependent and chain food stores on a national basis conceals more 
than it tells. As a measure of market shares, national sales figures 
have practically no usefulness. This is because food is not sold to 
consumers in a national market, but in hundreds (if not thousands) 
of local markets. A family living in an area is affected by the avail- 
ability of suitable competitive outlets in that area and not by a 
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hypothetical average of conditions existing throughout the nation. 

When viewed from the selling side, a relevant market in retail 
food distribution is much narrower than it is for many lines of 
products, especially those in the durable class. Even with the vast 
increase in the use of the automobile, convenience in location 
remains as one of the primary determining factors in the choice of 
food stores by consumers. 

It is possible that the current Federal Trade Commission in- 
vestigation of concentration in retail food distribution will con- 
tribute some valuable information on this matter, but the need 
remains for a regular series of fact-finding surveys to develop in- 
formation for measuring the degree of concentration taking place 
in the various markets. 


Dangerous Alternative 


One does not have to be an alarmist to visualize the growth of 
government regulation over the economy if retail food distribu- 
tion becomes centralized under the control of a relatively few 
large integrated firms. A nation that cherishes its economic freedom 
or prizes a system of minimum governmental interference in busi- 
ness can scarcely tolerate excessive concentration of economic 
power in retail food distribution. Diversity of economic power is 
the keystone of the private enterprise system, and a very high 
degree of such diversity is more necessary in food retailing than 
it is in most other basic industries. 

Whenever equality of opportunity commences to disappear and 
forces having enormous power over the entire food industry de- 
velop in retail food distribution, the automatic restraints which 
make the private enterprise system work in this industry begin to 
break down. 

It is essential that economic power not be concentrated in retail 
food distribution under the direction of any relatively small group 
of concerns regardless of how public spirited or efficient their 
managers may be. The existence of excessive power concentrations 
in this sector of economy may well be sufficient to destroy the 
basis on which this country’s economic and political freedom rests. 
If such an economic condition is permitted to develop, it will 
eventually erode the basis of economic freedom and result in some 
form of socialism. Centralization of control over food distribution 
is a hallmark of an authoritarian state. 
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Basic Issue 


The importance of food retailing in providing a major outlet for 
the development of the private enterprise system and the chal- 
lenge this system now faces in the world poses a serious question 
of national concern. In this age of bigness, will retail food dis- 
tribution offer adequate opportunity for those desiring to oper- 
ate their own business; will they find it economically feasible to 
assert their desire for self-reliance and individual initiative, or 
will they find the prospects of success so discouraging that working 
for a large corporation or for the government are the only real 
alternatives they have? 

Many successful businesses in food retailing were built by rugged 
individualists who gave up the security of a regular pay check, 
pension rights, a health insurance and similar benefits for the up- 
hill struggle in a business of their own. It was they who helped 
create a competitive atmosphere in retail food distribution which 
led to such cost-saving innovations as the modern supermarket. 

Historically, food retailing in this country has been a field where 
locally owned and operated businesses have had a position of 
strength. The retail food store has been a traditional symbol of 
independent enterprise in America. It has been a significant area 
of the economy where small and medium size business found ade- 
quate opportunity to grow and prosper. Here there existed 
economic opportunity providing an outlet for the drive and spirit 
of individualism which typifies the American spirit. The issue con- 
fronting the country today is what should be done to prevent 
undue concentration of economic power in retail food distribution 
so that the entire food industry, from farm to store, can continue 
the progress it has made and help preserve private competitive 
enterprise in America. 


Additional copies of this report are available. Single copy—free; 5 to 10 copies 
50¢ each; 10 to 25 copies 40¢ each; 25 to 50 copies 30¢ each; discounts on 
larger quantities. 
NATIONAL ASSOCIATION OF RETAIL GROCERS, 
860 North Michigan Ave., Chicago 1,| Illinois 
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APPENDIx VI 
PANEL DISCUSSION : MORTGAGE FINANCING OF SHOPPING CENTERS * 


Speakers: L. W. ELLWOOD, chief appraiser, New York Life Insurance Co., 
JAMES G. SMITH, vice president, Franklin National Bank, New York; 
JACK E. SONNENBLICK, vice president, Sonnenblick-Goldman Corp.; AN- 
DREW L. JACKSON,’ vice president, Equitable Life Assurance Co.; 
LEONARD L. FARBER, moderator 


APPRAISAL OF A PROSPECTIVE SHOPPING CENTER 


Mr. ELLWoop. Every purchase of real estate involves the investment of capital, 
and profit is the universal motive for investment. The only benefits of owner- 
ship which can be expressed in dollars are the rent and reversion. Amount by 
which rent and reversion exceed cost of investment is the profit. Since the 
investment in real estate is one of considerable duration, the profit is measured 
by the year as the rate of return, or annual yield. The real estate market is 
an installment market, not a cash-and-carry market. 

The capital is composed of two kinds of money: equity or downpayment 
money and mortgage money (usually supplied by banks or life insurance com- 
panies). The latter represents the lion’s share of the capital in the total 
investment. 

The ratio of mortgage money to appraised value is fixed as a maximum by 
law insofar as the institution lenders are concerned. In most cases, the maxi- 
mum legal limit is two-thirds of a sound appraisal. This is a tremendous 
advantage to the appraiser because if he assumes a legal limit to the capital 
investment as far as the mortgagor is concerned, he has a fixed ratio to begin 
with. 

In addition, the interest rate is a known factor and thirdly, practically every 
mortgage-lending institution has a fixed policy with reference to the amorti- 
zation term on the various types of loans and securities. 

Almost universal in real estate financing is the level-payment type of mortgage 
financing which has many advantages over the old short-term, constant curtail- 
ment type of mortgage. One advantage is that it produces a better yield for 
the owner of the equity. 

As long as equity exists in fact and is marketable, there can be no worry 
about the safety of the mortgage. However, there are ingredients which have 
to be gone into: (1) one must start with maximum available ratio of the 
mortgage to value; (2) one must have an interest rate at which money is 
available; (3) one must know the maximum available amortization term in 
years; (4) one must set an arbitrary limit on the projection as to the length 
of time one is willing to stick one’s neck out on average annual income. 

New York Life Insurance Co. has a fixed policy that does not permit an at- 
tempt to project the income on a property beyond 10 years unless there are 
blue chip leases at equitable rents which assure the income will last beyond 
10. years. 

The next item to consider is whether the value of property during the income- 
projection term will go up or down. The neighborhood trend and business 
conditions at the time of the appraisal indicate whether depreciation or appre- 
ciation is to be expected over the period of years. The trend of construction 
costs is also important. Depreciation is the difference between the costs of 
reconstruction of a property and the market value at that time, and cannot be 
handled as an annual charge. Finally, there is the factor of what range of 
income yields will attract equity. 

There are three important things with regard to shopping centers: first, loca- 
tion; second, location; and third, location. If the mortgagor likes the loca- 
tion, he will indicate an interest and might make a tentative survey as to the 
amount of money to be put into the proposition. There have been cases where 
the lending institution rode along for as much as 5 years from the birth of the 
idea for a center to its completion and possession by tenants before any money 
was paid out. 


1 Reprint from pp. 9-12, Proceedings 2d Annual Convention, New York City, Feb. 25-27, 


1958, International Council of Shopping Centers, Inc., 54 Park Ave., New York 16, N.Y. 
7Mr. Jackson’s remarks are not included in this report because they were off the record 
and, therefore, no part of them can be published in any form. 
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In the last few years, entrepreneurs of this type of real estate have learned 
that they get better attention with concrete proposals, such as a complete 
brochure, trade area surveys, and letters of intent from key tenants. 

Policy regarding requirements in leases to various key tenants changes from 
time to time in accordance with the amount of money seeking employment. 
When money is tight, requirements are tightened up, and when lots of money ig 
available, some of the requirements are liberalized. There used to be a genera] 
rule that rent from blue chip leases to key tenants should pay the operating 
expenses, taxes and interest on the property and other rents could be relied on 
for amortization and equity yield. 


CONSTRUCTION LOAN MORTGAGES ON SHOPPING CENTERS 


Mr. SmiTH. The major insurance companies and financial institutions of the 
country recognize the potential of shopping centers and financing of surburban 
shopping centers has become a major phase of their mortgage investments. 

A commercial bank with limited permanent mortgage funds, Franklin 
National, cannot extend a large amount of permanent mortgage funds for 
suburban shopping centers, but they are confident that centers would contribute 
to the growth of Long Island. Since the majority of the permanent mortgagees 
did not provide construction funds, the bank became the interim lenders and 
provided construction loan financing where permanent mortgage financing had 
been arranged. To date, it has provided approximately $40 million in tem- 
porary construction loans and permanent loans to customer-builders in the Long 
Island and metropolitan area. 

The first step in considering a construction loan involving a shopping center 
is to determine the following : 

1. That there is a need for a shopping center in the area, and the plans meet 
minimum lending and construction requirements. 

2. That the builder has the experience and know-how of shopping center 
construction and is familiar with all phases of their costs. 

3. That the builder’s financial statement indicates he has the necessary capital, 
in addition to the building loan, to complete all construction and site improve- 
ments without resorting to secondary financing. 

4. That sufficient leases have been executed with sufficient major tenants to 
warrant the loan requested. 

Where a firm takeout commitment is involved, further steps are taken to 
determine : 

5. That the plans and specifications have been approved by the permanent 
lender. 

6. That all conditions of the takeout commitment have been met pertaining 
to rent roll, approval of leases, zoning approval, clear title, etc. 

7. That during construction, no changes are made in plans or specifications 
without approval of the lender. 

To date, every construction loan that has been granted based on a takeout 
commitment has been assigned to the permanent lender within the expiration 
date without a major difficulty of delay. 

It is questionable that at the present time, construction loan financing is 
available without a firm takeout commitment inasmuch as the majority of 
builders will not start a shopping center without permanent financing already 
arranged. 

As to the future of shopping centers, this can be answered by presenting the 
future plans of just one major tenant. Grant Stores have 98 stores scheduled 
in suburban areas for 1958, and 151 scheduled for 1959-60, of which 148 will 
be in suburban centers. Melville Shoe, Lerners, Woolworth and many other 
major tenants have similar plans of expansion to the suburban areas. One 
major food chain has admitted they have missed the boat on community shopping 
center locations and are now actively seeking locations. This is an indication 
of the potential need for additional shopping centers, and although the field of 
possible locations has narrowed, there are still many eligible sites. 

In every request Franklin National Bank considers, it requires ample park- 
ing of not less than 3 to 1 ratio. The movement from the city to the suburbs 
was largely brought about by the parking problem, and the bank is striving 
to maintain a minimum standard that will eliminate this problem. 
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TODAY’S MORTGAGE MARKET 


Mr. SONNENBLICK. Since the Federal Reserve System has eased the tight 
money policy, it has halted the rise of interest rates and also helped to make 
more funds available for mortgage loans. A much more favorable market for 
the owner and builder is now anticipated. 

Prime mortgage loans are now being placed at 5 percent interest with many 
of the local savings banks. Insurance companies, however, are still lending 
at 54% to 6 percent. Commercial property mortgages are generally being closed 
at a minimum of 5% percent. 

New construction has been hardest hit by the mortgage market with many 
new jobs temporarily shelved because of a dearth of mortgage funds. Lenders 
have preferred to make their limited funds available to a greater number of 
borrowers by limiting the amount that they are considering on any one loan. 
Renting has been good and this has encouraged many builders to go forward on 
planned projects, despite the fact that their financing has not been on a par 
with previous years. 

In past financing of prime centers, mortgage loans have been as high as $18 
per square foot at low interest rates to liquidate in 25 years. Presently the 
company is handling four or five centers in various parts of New York State 
and Pennsylvania where the builders are seeking mortgages around $12.9 per 
square foot at 5% percent interest to pay out from 15 to 20 years. These 
centers have a minimum of 65 percent rentals from AAA-1 tenants and this is 
abeut the minimum requirement of lenders with respect to AAA-1 space. On 
regional shopping centers, the company has been successful in breaking up the 
loans so that several lenders can handle them. 

Total saving bank deposits and life insurance in force are now at an all time 
peak. Institutions do not find FHA and VA loans as attractive today as here- 
tofore. These factors will speed the flow of funds to conventional mortgages. 
The immediate future, will not see cheap money, such as mortgages for rates 
under 4% per cent, but as funds become more plentiful, the rates are easing 
and builders will once again be in a position to finance their properties on more 
equitable terms. New construction will continue, and consequently the economy 
of the entire real estate market will become more stable. 


QUESTIONS AND ANSWERS 


Q. What percentage of permanent financing should the temporary lender lend? 

A. (Mr. Smith) Ninety percent as a rule of thumb. 

Q. Should lending institutions insist on national chains as tenants, or should 
they give more weight to other tenants who can produce more income for the 
developer? 

A. (Mr. Ellwood) It is true that some centers can be successful with tenants 
who are all local merchants. However, the reason why lending institutions 
insist on bringing the chains into the center is simply to prevent them from 
coming into the developed trade area afterwards in competition with the shop- 
ping center. (Mr. Farber) It is all a matter of degree. Nobody questions the 
desirability of chainstores as tenants because of the traffic they develop. The 
real question is—should 50 to 60 percent or more of your tenants be chainstores? 


APPENDIX VII 


Excerpt FrRoM THE COMMUNITY BUILDERS HANDBOOK, 1954 MemBERS EDITION, 
Urspan LAND INSTITUTE, SECTION Two, Part II, PLANNING THE SIre (Paces 
154 anp 157) 


2. THE NUMBER ONE TENANT 


Just as two or three big crowd-drawing stores build up 100 percent or “hot 
spot” locations downtown and in outlying satellite districts, so does the selec- 
tion of the number one tenant mark the anchor point for the planned shopping 
center. 

In the Community Builders’ Council, there has been continued discussion of 
the most valuable businesses in a shopping center (see discussion “Store 
Types,” p. 162). Ability of local merchandisers may cause variation, but the 
council finds the most popular types of businesses in existing neighborhood 











216 SHOPPING CENTERS—1959 


shopping centers are, in order: drugs, food market, variety store, bakery, dry 
cleaner, beauty parlor, women’s wear, shoe shop, gift and book store, children’s 
clothing, jewelry, barber, men’s wear, candy shop, and shoe repair. 

In speaking about shopping center problems, Homer Hoyt makes a useful 
classification of centers by their designation from their number one tenant.™ 
He says: “In analyzing (the) problems of shopping centers we may divide them 
into four classes : 

Class 1—The large regional center with a large department store. 

Class 2—The center with a junior department store as the largest unit. 
Class 3—The center with a variety (or 5¢ to $1.00) store as largest unit. 
Class 4—The center with a supermarket as the largest tenant.” 

For the neighborhood center (class 4 above) the council believes that the best 
location can best be filled by the drug store with the supermarket placed for 
convenience to the parking. 

In the suburban or community center, the number one tenant may be either 
the junior department store (class 2 above) or the variety store (class 3 above). 
The council is thinking of some tenant like Sears’, Ward’s, or Penney’s in the 
department store field. In this kind of center with 20 to 40 stores, it is well 
to have both the department store and the variety store together with a super food 
market—each in prominent spots. 

In a regional center, the large department store is the number one tenant. 
The only variation would be whether to have one or two department stores. 


3. STORE GROUPING—IN GENERAL 


With the number one tenant selected, the next step is arranging buildings 
on the site and designating tenant locations within the buildings.®® 

(a) Basic shopping center patterns.—There are varying arrangements for 
shopping center buildings. The basic patterns are the strip; the court or U; 
the mall ; and the cluster. 


APPENDIx VIII 
A REEXAMINATION OF THE SHOPPING CENTER MARKET 
(By Homer Hoyt, Land Economist and Market Analyst *) 


When Urban Land Institute Technical Bulletin No. 12 was issued in October 
1949, the construction of the new types of suburban shopping centers had barely 
begun, and there was a wide open field for the developer in practically every 
American metropolitan region. At that time the methods employed had not 
been tested by practical experience. In the 10 years that followed my first 
market analysis in 1948 for Cameron Village in Raleigh, N.C., the actual sales 
of stores in the new centers have equalled or exceeded the estimates of my 
market surveys, where these centers were constructed with the stores recom- 
mended. Today chain stores and financial institutions, in making commitments 
for long term leases or mortgage loans, place confidence upon market surveys 
made by qualified analysts. 

While the methods of market surveys used at the outset by leading analysts 
have thus in most instances proved to be sound and to yield accurate results, 
marked changes have occurred in the overall environment in which these sur- 
veys were made in a number of vitally important elements. 

1. Since 1949 at least 50 large regional shopping centers, each with one or 
more major department stores, a building area of over 500,000 square feet and 
a land area of over 40 acres have been constructed and are in operation or near- 
ing completion in the United States, as well as at least 150 community-type 
centers, each with a junior department store of 30,000 to 90,000 square feet; 
150,000 to 300,000 square feet of building area, on 20 to 40 acres of land, have 
been built.2 There has been no accurate count of small centers built in the 


“See “The Current Trends in New Shopping Centers—Four Different Types."”” Urban 
Land, vol. 12, No. 4. Urban Land Institute, April 1953. 6pp. 50¢. 

% This is not to imply that preliminary location of tenants will be fixed. Negotiations 
with tenants will often result in the prospective tenant designating the store location that 
he will accept. 

1 Reprint from Technical Bulletin No. 33 (September, 1958), Urban Land Institute, 
1200 18th St. NW., Washington 6, D.C. 

7 See Homer Hoyt: “Classification and Significant Characteristics of Shopping Centers,” 
in The Appraisal Journal 1958, pp. 214—222. 
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last 10 years—those of 5 to 20 acres of ground area, with supermarkets, drug- 
stores and sometimes a few apparel stores and a small junior department store, 
but their number may exceed 2,000. Thus it is certainly true that the market 
for new shopping centers of all types has been saturated in many metropolitan 
areas. The shopping center developer no longer has a wide open field; he must 
search diligently for a region where an opportunity still remains to develop a 
new center. This means that the market analysis must more than ever take 
into account the effect of the sales of the existing new centers upon any proposed 
development. A larger proportion of market surveys now will give negative 
reports and advise the developer either not to construct any center at all or 
else to reduce its size. 

2. The trend toward larger store sizes means that a greater trade area is 
required to support a shopping center. Supermarket operators have raised 
minimum store requirements from 5,000 and 10,000 square feet to 22,000 and 
even to 37,500 square feet, because as many as 4,000 to 5,400 items are carried, 
mainly of food products alone. These larger size supermarkets require sales 
yolumes of $3 million to $5 million annually, or the total food purchases of 
3,000 to 5,000 families. Consequently 1,000 families can no longer support even 
a neighborhood shopping center. Variety stores are increasing their size from 
5,000-10,000 square feet to 25,000 or 30,000 square feet or more, which means a 
sales volume of $800,000, or higher, or the full variety store purchases of at 
least 8,000 families. Major department stores want store areas of at least 
125,000 square feet, or a sales volume of $7,500,000, which, with families spend- 
ing 5 percent of their income in department stores, would require aggregate 
family income of $150 million annually in the trade area, or 30,000 families at 
an average of $5,000 annual income. Of course it can never be assumed that 
the families in any trade area will make all of their purchases in the depart- 
ment, variety stores or supermarket in the given center, and if it is assumed they 
will make only half of their purchases there, the number of families must be 
doubled. 

8. Changes have been made in the kinds of merchandise handled by different 
types of stores. Variety stores are continually expanding their lines to include 
clothing ; drugstores have become almost junior department stores in many in- 
stances. Some supermarkets are even adding clothing on a self-service basis. 
Consequently, in estimating sales by type of store, allowance must be made for 
expansion in the lines of merchandise carried. 

4. Zoning: Planning authorities have become more familiar with the needs 
of the new type of shopping centers which require commercial zoning for large 
tracts with great depth, as contrasted with the old strip zoning, but they have 
frequently imposed restrictions on the number of such centers. The owners or 
tenants of new shopping centers already in existence have opposed zoning a 
tract for a new center which would compete with theirs. Consequently it may 
be more difficult to secure commercial zoning for a new center than it was 10 
years ago. 

After taking into account the changes of the last 10 years, the basic method 
of market analysis which I described in Technical Bulletin No. 12 remains sub- 
stantially the same. There are, however, new sources of material which will 
be described in subsequent sections. 


I, SITE SELECTION 


Frequently the developer of the proposed shopping center already owns the 
site and he desires a market analysis to determine what kind of center, if any, 
can be built. In other cases, a department store owner or a developer asks the 
market analyst to examine all possible locations available and to recommend the 
one regarded as most suitable for the proposed center from the standpoint of 
population support, highway access, and price of the land. 

This involves the problem of site selection. As already indicated, many of 
the best sites available for shopping centers 10 years ago have been developed 
for shopping centers or for other uses. It is often more difficult now than 
formerly to have tracts rezoned for commercial use because of organized oppo- 
sition by owners of nearby homes or by owners of commercial centers nearby. 

The price of land for shopping centers has risen from the farmland or resi- 
dential land value of $200 to $2,000 an acre which prevailed when the first 
pioneers built the shopping centers, to from $10,000 to $40,000 an acre in many 
areas. Thus the opportunity for making large capital gains has dwindled. 
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However, there are still opportunities for farsighted developers in some metro- 
politan areas. 

The first promoters of centers sought vacant land either close to downtown 
areas, or on the edge of densely settled areas because store owners would not 
sign leases on vacant tracts farther out. Now however, the full logistics of 
the automobile age are realized. The express highway, the belt highway around 
cities, the emergence of the supercity consisting of belts of towns and cities, 
causes shopping center developers to seek locations like that of the North Shore 
Center at Peabody, Mass., north of Boston, where the highway pattern permits 
them to draw from many towns and cities regardless of the population within 


the first mile radius. 
Il. TYPE OF SHOPPING CENTER PROPOSED 


After a site is acquired large enough to permit of a choice, that is 40 acres 
or more, the first question to be determined in the market survey is the type 
of shopping center proposed—whether regional, community or neighborhood. 
This depends, first, upon the kind of centers already in existence or under 
construction with leases definitely committed in the metropolitan area, and 
second, on the area of land available for the proposed center. A large regional 
shopping center requires at least 40 acres of land in one continuous tract, and 
it would have to have a population of at least 250,000 in its trade area to 
support it. On the other hand, a 50,000 square foot local convenience center with 
a 30,000 square foot supermarket, drugstore, cleaners and beauty and barber 
shops, could be supported by a neighborhood with 20,000 population and would 
need only 5 or 6 acres of land. Such local convenience centers could be built in 
metropolitan areas which already have large regional centers, provided there is a 
sufficient neighborhood population within a 2 or 3 mile radius, because families 
shop for food several times a week, but for fashion goods only a few times a 
month. 

A community center of 150,000 to 300,000 square feet of store area, with a 
junior department store and variety store as the largest units, on 20 to 30 geres 
of land, requires for its support a population of 80,000 to 100,000. However, 
caution is needed in recommending centers of this type if a large 
center is planned or in operation in the vicinity, for the smaller department store 
or the few apparel stores would often suffer in competition with a center having 
a large department store and a greater number and variety of apparel stores. 
These community centers however, may be built in areas not large enough to 
support a regional center or in heavily populated areas where there is no 
regional center, and if there is sufficient land area available they may later 
be expanded into regional centers by the addition of a major department store, 
as was the case at The Village in Gary, Ind. and at Southgate in Cleveland. 


III. SIZE OF THE TRADE AREA 


After a preliminary decision as to the type of shopping center, the next step 
in the market analysis is determination of the size of the trade area. The 
extent of the trade area depends of course upon the type of center proposed. 
A regional center with a large department store will draw customers from an 
area that is bounded by a point equally distant in travel time from another 
regional center of the same size. There is no exact number of miles or travel 
time distance. The trade area of Minneapolis, Kansas City ,or Oklahoma City 
department stores may extend westward to the borders of the State or beyond. 
On the other hand, the trade areas of large regional centers on the eastern sea- 
board close to other large cities will extend only a short distance. The trade 
area of a large supermarket will extend only a mile if another supermarket of 
equal drawing power is located 2 miles away. 

The type of center which can be supported will be automatically determined 
at the outset if the land area is limited, as it would be impossible to construct 
a regional center on 10 or 15 acres with the huge parking areas required for 
today’s shoppers coming by automobile. If there is another regional center a 
short distance away, it would not of course be possible to develop this type of 
center. If there is a sufficient land area available however, it is often not possible 
to determine the size or type of center until after a market strvey is completed. 

The extent of the trade area of any projected new center now will be limited 
by the existence of all the new centers already mentioned, so that trade areas 
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will now be curtailed in comparison with what they would have been 10 
years ago. 

Any large regional center has a combination of trade areas—the largest for the 
department store; the next largest for the apparel stores; the third largest for 
the variety store and the smallest trade area for the supermarket and local 
convenience stores. In estimating sales for each type of store, the appropriate 
trade area must be used. 


Number of households in trade area as of date of market analysis 

Having determined the extent of the trade area, the next step is to caleulate 
the number of households in each community of the trade area as of the date 
of the survey. It has been 8 years since the census of 1950, which gives a detailed 
breakdown of every community by enumeration districts, and it will be 3 or 4 
years before the household figures for small areas in the census of 1960 will be 
available. 

Consequently it is necessary to use other methods to determine the current 
number of households. The following methods or a combination of them may be 
employed : 

1. The number of dwelling units built as shown by permits can be added to the 
number of occupied dwelling units shown in the U.S. housing census of 1950. 
Demolitions should be deducted in central areas, but there are probably very small 
losses due to demolition or fire in suburban areas. In some metropolitan areas 
like Los Angeles, Washington, D.C. and Houston, the planning commissions or 
chambers of commerce keep a running inventory of households by census tracts. 

2. The utility companies—gas, electric, or water—will often furnish counts of 
residential electric, gas or water meters by district, which is equivalent to the 
number of households. 

3. A count of houses in suburban areas can be made from current air photo- 
graphs. 

4. The U.S. Census has made special censuses of many rapidly growing 
communities. 

5. Leading market analysts have tabulated data on the number of households 
for most of the metropolitan areas of the United States from the above sources 
and have such records in their files. 


IV. PURCHASING POWER OF THE TRADE AREA 


The next vitally important step is to ascertain average family income in each 
segment or community of the trade area as of 1958 or the date of the survey. 
This can be done by the following methods: 

1. The use of the average home value or monthly rental as a basis of estimating 
income. This may be obtained by consulting real estate firms, or by making 
inquiries as to sales prices of typical houses in different areas. While the 1950 
census is old, the value of nonfarm homes shown by blocks and enumeration 
districts is still useful in determining relativity of income for areas that were 
built up in 1950. 

2. Sample surveys, in which average incomes are obtained by personal 
interview. 

V. TOTAL EXPENDITURES IN RETAIL STORES 


Families spend a certain proportion of their income in each type of retail store, 
which is usually a uniform percentage for fashion goods for families in all income 
ranges. The sales of the retail stores in any area are of course not equivalent 
to retail purchases of the residents of the area, because some families in the 
area buy elsewhere, and some areas have regional shopping centers which attract 
customers from a wide area. In order to determine percentage of purchases in 
each type of store, we take retail sales of an entire State, or several adjoining 
States, as in the case of New York’s metropolitan area, Kansas City, ete. as 
given in the 1954 census of business, and take these sales as a percentage of the 
personal family income of the State or States as shown by the National Income 
Division of the U.S. Department of Commerce for 1954. When the 1958 census 
of retail business is available these sales can be taken as a percentage of the 1958 
income of the State. Sales Management’s estimates of sales for 1957 as com- 
pared with Sales Management’s estimate of effective buying power for 1957 may 
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also be used.* These percentages are then applied to the estimated family 
income of each community in the trade area in order to determine the total 
retail purchases of each community. 


VI. PERCENTAGE OF TOTAL PURCHASES IN EACH TYPE OF STORE IN PROJECTED 
CENTER 


The vital question now is—what percentage of these total purchases will be 
attracted to the given center? 

It is of utmost importance to know, if possible, what major department store is 
going into the center. A Marshall Field, J. L. Hudson, Macy, Jordan Marsh, 
Sears, Roebuck, Montgomery Ward or other well known department store will 
manifestly draw more customers from the immediate area and more from a 
greater distance than a lesser known store. Also the composition of the center 
is of great importance. A regional center with 12 to 15 women’s and men’s 
clothing stores will attract more than a center with only 2 or 3 such stores. A 
regional center with two major department stores and an array of national chain 
and local stores will draw a higher percentage of the total than a center with only 
one major store competing with another center also with one major store a 
few miles away. 

Highway access via belt highways and expressways with local feeder roads 
extends the trade area. 

Distance from a competing center of the same type is an important factor in 
estimating the percentage of total purchases a given center will attract. It is 
assumed that a regional center will attract heavily from its immediate surround. 
ings and from other areas easily accessible which have no shopping facilities, 
but very little from the neighborhood of another center with a similar group of 
stores. 

The percentage to be attracted will thus decline with travel time distance from 
the center and with the proximity of a competing center. The percentage will 
drop in low income areas if the center is designed to serve middle or high 
income families. 

A new regional shopping center however, can expect to draw from the trade area 
that has no comparable shopping facilities with ample free parking, regardless 
of the existence of old style shopping district with inadequate parking facilities. 

The determination of the percentage of purchases in each type of store that 
will be attracted to the new center from each community in the trade area is the 
vital factor which requires the exercise of the judgment of the market analyst, 
based on his experience, sometimes aided by interviews of a sample number of 
households. 

It is a mistake to calculate the volume of the new center only on the basis 
of expected increased sales resulting from the expected increase of population. 
The stores must do business the day they open their doors and they must secure 
that business from people living there at the time. Shoppers are not chained 
to old shopping locations; they will come to a new center that can be reached 
conveniently, has ample free parking and a well-diversified selection of merchan- 
dise. Since the new centers do not create new purchasers, although they may 
draw customers from a wider trade area and increase the sales of the com- 
munity where they are located at the expense of some other community, this 
inevitably means that the older shopping centers will experience some loss of 
business when the new center opens. 


Sales volume by store type 

The sales volume for each type of store is derived by taking the estimated 
percentage of total purchases for each type of store for each area and adding 
them together. The total estimated sales of the center are thus ascertained. 
I consider it preferable to estimate these sales for the second year of full 
operation, in order to give full opportunity for all the stores to be opened and 
to get into normal operation after a “shakedown” period. 


VII. SIZE OF THE CENTER 


The store area required for the center is determined by calculating the number 
of square feet required to handle the volume of sales previously estimated for 
each type of store. 


®Sales Management Survey of buying power issued annually on May 10 for population, 
buying power and retail purchases for all counties in United States and Canada and for 
leading cities and towns. Sales Management, 386 Fourth Avenue, New York, N.Y. 
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In the new type of center, built at high cost, we can assume that only the 
best operators—national chainstores and the best local stores—will be present. 
Consequently, sales volumes per square foot should be higher than the national 
average for a given type of store. 

In the regional suburban center, the selling area is usually a higher propor- 
tion of the gross building area than in a downtown store, because the downtown 
store maintains executive offices, buyers’ offices, advertising department, and 
warehouse space. We estimate that 70 to 80 percent of the gross area in new 
suburban stores will be used for selling. 

Sales per square foot of selling area should range from $80 to $100 for major 
department stores; $150 to $200 or more for supermarkets ; $50 for variety 
stores; $30 for furniture stores, for example. The exact sales per square foot 
however, should be based on the records of the specific stores which are expected 
to be secured for the center. 


Parking area requirements 
Where there is sufficient land, I have allowed a ratio of 4 square feet of 
parking to each square foot of store area. 


VIII. COMPOSITION OF THE CENTER 


The market survey should indicate the proportion of square-foot area de- 
yoted to each type of store. The department store should not be topheavy 
and its area normally should not exceed half of the total store area of the 
center. If there are too few other stores in fashion-goods lines besides the 
department store, shoppers will not patronize them extensively. The depart- 
ment and apparel stores should occupy 70 percent or more of the total building 
area in a regional shopping center.‘ 

Supermarkets should not be placed next to department stores, as families 
buy food at a different time than they make clothing purchases, and trucks 
delivering food next to department stores are objectionable to the customers 
of the department store. Some supermarkets lately, however, have been bene- 
fited by the opening of discount houses adjoining them. These discount houses 
offer cheaper grades of clothing than most department stores and are patronized 
by shoppers in informal attire. 

For many purposes, the market survey is complete when sales volume 
of each store is estimated and the area required for each store is caleulated. 

The land planner and architect then has the necessary data from which to 
draw their plans, the traffic engineer has the needed information as to where 
the shoppers are coming from, and the chain or local stores can decide 
whether the anticipated sales volume justifies a lease. 


IX. ECONOMIC RETURN ON THE CENTER 


The developer or owner of the site may desire, in addition to the market 
analysis determining sales, an appraisal of the site to determine the net income 
which will be realized if the center is built. To answer this question, the 
market analyst must also be a well-qualified appraiser and, conversely, the ap- 
praiser must also be a well-qualified market analyst. 

The net return on shopping center depends upon the amount of the rents on 
estimated sales volumes and on minimum guarantees and percentage leases as 
compared with the cost of construction. A center with a high sales volume and 
high percentage rents may have cost so much to construct that it does not yield 
as high a net return as a center with lower sales volume and lower percentages, 
built at a lower cost. 


X. PERCENTAGES AND MINIMUM GUARANTEED RENTALS IN SHOPPING CENTERS 


Most leases are made on the basis of percentage rentals against a minimum 
guarantee. The percentage varies with the type of store, those with lower 
sales per square foot usually paying a higher percentage than those with higher 
Sales per square foot. Many national chainstores have fixed percentages from 
which they will seldom deviate. Department stores usually pay 2% to 3 per- 
cent as rent; variety stores, 4 to 5 percent; women’s clothing stores, 4 to 6 per- 
cent; shoe stores, 5 to 6 percent; supermarkets, 1 to 144 percent; beauty shops, 





*See Urban Land Institute Technical Bulletin No. 30, pt. 2, p. 39. 











2992 SHOPPING CENTERS—1959 


candy stores, and bookstores, 8 to 10 percent; drug stores, 3 to 5 percent. If 
there is any variation in percentages, the highest would be paid where there 
are two major department stores in the center. 

A minimum guarantee is most important in securing the loan to construct 
the center, because insurance companies make loans on the basis of there being 
sufficient income guaranteed by predominantly national chain tenants to cover 
all mortgage payments after real estate taxes, management fees, insurance, and 
other expenses are deducted. There is a greater variation in minimum guar- 
antees than in percentages, depending on the power of the center. While de- 
partment stores, the major magnets in a center, pay from $1.15 to $1.35 a square 
foot as a minimum, supermarkets $1 to as high as $1.50 a square foot, some 
variety, apparel, and shoe stores, which may only guarantee $1.25 and $1.50 a 
square foot in smaller centers, will pay as high as $3 a square foot for ground- 
floor space in the top locations in a center with two department stores. 

From the gross rentals it is necessary to deduct vacancy allowances, manage- 
ment fees and commissions to determine the net return to the owner of the 
center. 

In addition to rentals on minimum guarantees and percentages, the tenants 
in a shopping center usually pay the cost of heating, lighting, air conditioning, 
and decorating, and their pro rata share of maintaining common parking, sery- 
ice, and landscaped areas. 

The owner of the center pays out of his gross rents the real estate taxes on 
the land and buildings, insurance, exterior maintenance, and interest and amor- 
tization. After making these deductions, the remainder is the residual net 
income, which establishes the land value. 


XI. COST OF CONSTRUCTION 


The greatest element in annual charges is the interest and amortization to 
cover all, or nearly all, of the cost of construction of the buildings and parking 
areas. Consequently, the lower the construction costs, the greater the amount 
left for net income. A strip center with front parking and without a mall has 
been built recently in Texas for as low as $7.50 a square foot for buildings 
alone, but in many cases such centers have been constructed for $10 to $12 ;: 
square foot for buildings only. Mall-type centers with department stores and 
delivery tunnels have cost from $18 to $30 a square foot for the entire center, 
including surfacing of parking area. Surfacing of the parking area and pro- 
viding parking lights costs from 15 cents a square foot in southern climates 
such as Texas or Florida, where thickness of paving is less because of lack of 
freezing, to 50 cents a square foot in Canada; It should be emphasized that 
costs fluctuate from year to year and by regions as well as between localities. 
The above figures are indicative of past experience and should be frequently 
reviewed. 

XII. INTEREST RATES 


Manifestly, the lower the interest rate, the lower will be the annual capital 
charges. Interest rates on shopping-center loans rose from 5 to 6 percent due 
to a stiffening of money rates, then declined to 5% percent a few months ago, 
and have risen again recently. 


XITI. REAL ESTATE TAXES 


Real estate taxes on shopping centers vary greatly. In some cities, sites in 
the new-type shopping centers are assessed the same as adjoining commercial 
land; in some suburban areas the land is assessed only slightly higher than 
farm or residential land. The new type of shopping center should be assessed 
on a square-foot basis, which reflects the fact that three-quarters to four-fifths 
of the site is devoted to free parking. Valuation on the front-foot basis is no 
longer applicable for the new centers because this method of valuation can be 
employed only when the stores are built up to the sidewalk line, facing on the 
street. 

XIV. NET RETURN 


After making all the above deductions, the residual amount is the annual net 
return ascribed to the land. This net return, capitalized, establishes the land 
value when the center is fully developed. The first estimate of value, based 
on residual net income, is conditional, being dependent on the ability to secure 
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the leases of the stores on the terms indicated, upon estimated sales volumes 
being realized, and upon costs of construction not exceeding the estimates. 


XV. CAPITALIZATION RATES ON SHOPPING CENTERS 


Since the new type shopping centers have a record of steadily increasing 
net income derived from the growing population of suburban areas and the 
increased popularity of these new centers, together with inflation, the capitaliza- 
tion rate should not exceed 6 to 7 percent, depending upon current rates of 
interest. Properties with the prospect of a rising net income are capitalized 
at a lower rate than properties with the prospect of a stationary or declining 
net income. 

XVI. CAPITALIZED VALUE OF THE SHOPPING CENTER 


The value obtained by capitalizing the net income derived from percentage 
leases establishes the owner’s equity in the land for mortgage loan or sale 
purposes. The land values established for a center with good prospects often 
range from $1 to $3 a square foot. 

The value of the shopping center indicated in the market analysis, which is 
an addition of the buildings at cost and the land value established by capitalized 
annual residual net income, is not the final appraised value but only the value 
that may be realized if all of the conditions of the market analysis are met. 

When the developer or owner of the site secures commitments for leases from 
the stores on the terms indicated in the market analysis, and before some 
other developer secures leases, on a competing center nearby, a final appraisal 
“an be made. This appraisal will use the actual lease terms that were nego- 
gotiated, which will usually differ in some details from the goals set up in the 
market analysis. This appraisal will be used as a basis for mortgage financing. 


XVII. FINANCING SHOPPING CENTERS 


The amount of mortgage loan on a shopping center is principally determined 
by the minimum guaranteed rentals of national chain tenants or strong local 
department stores. Real estate taxes, insurance, and management fees are de- 
ducted from these minimum guaranteed rentals of national chain tenants and 
the remainder must be sufficient to pay the annual interest and amortization 
charges on the amount of the loan. Some credit is given to guaranteed rentals 
from local stores with no national credit rating but some large insurance 
companies desire to have at least 70 percent of the guaranteed rentals from 
national tenants. The estimated rentals on percentage leases, which usually 
show an overage above the minimum guaranteed rentals, establish the basis 
for deriving the land value, which added to the building cost, comprises the total 
appraised value and furnishes the equity above the amount of the loan. The 
cost of the buildings is also considered in deciding upon the amount of the 
loan; usually the loan is less than the cost of the buildings. The chief em- 
phasis however, in making the loan, is placed on the minimum guaranteed 
rentals by triple-A credit tenants. 


XVIII. NEW USES OF MARKET ANALYSES 


The market analyst is often called upon to make an estimate for sales of new 
stores which are added to an existing center. He is also often employed to 
make revisions of his first survey to take into account the growth of popula- 
tion and buying power in the trade area, and also in some cases the construction 
of a competing shopping center in the trade area. 

In the future, market analysts will have the benefit of increasing knowledge 
of actual sales, rental returns and operating expenses of the new type shopping 
centers built since 1948. Market analysts will perform a useful function in 
analyzing operations of existing centers by calculating what percentage of the 
total buying power and retail purchases in each type of store are actually being 
obtained by the shopping center being surveyed. The market analyst can assist 
the operator of a center in analyzing his trade area by computing income and 
purchases of the trade area and by showing the total potential market avail- 
able to the stores in the center. Records of actual performance in a trade area 
with a given population and income will enable the market analyst to make 
more accurate forecasts of sales for a new shopping center in a trade area with 
asimilar population and income. 
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Analysis of rents per square foot in the new centers will show that some 
stores are paying a higher rental than other type stores next door to them. 
and in time the lower rent paying stores may be replaced by others of higher 
rent paying capacity. 

The experience of numerous centers will show what combination and group- 
ing of stores yields the highest rental return on the entire center. 

Armed with this experience, market analysts will be prepared for the analysis 
of the new surge of shopping centers in the 1960’s when 10 million new homes 
are expected to be built in the suburbs from 1960 to 1970. 


ee 


APPENDIX IX 


INSTITUTE OF LIFE INSURANCE, 488 MADISON AVENUE, NEW YorK, NEws 
RELEASE, NOVEMBER 28, 1958, ON SHOPPING CENTERS 


Life insurance policy funds have become an important source of capital for 
the financing of one of the major commercial developments of the past decade, 
the upbuilding of the shopping centers of the country, according to the Institute 
of Life Insurance. 

At mid-year 1958, the life insurance companies of the country had in excess 
of $1 billion invested in loans to shopping centers. This represents hundreds 
of shopping centers in all sections of the country. 

There are now approximately 2,500 shopping centers in operation in the United 
States and an additional 1,400 are projected for construction this year and 
next, according to the International Council of Shopping Centers. 

No tabulated figures are available as to aggregate financing needs of these 
centers, and such centers range from $200,000 or possibly even less to as much 
as $45 million for one now under construction. The average value is believed 
to be between $1 million and $2 million and the total value of those already 
operating has been estimated by some at $4 billion to $5 billion, according to the 
International Council. 

The importance of this new marketing system, particularly in the development 
of “interurbia” and “suburbia,” is more clearly shown by the estimate of total 
sales and services of all shopping centers in 1957, roughly $35 billion. Shopping 
centers have been almost entirely the development of the years since the end 
of World War II, especially the past 2 or 3 years. 

This huge development of shopping centers has affected a large share of the 
Nation’s consumers, one estimate putting the total consumer list of these 
centers at 70 million. Another impact of the centers has been on local employ- 
ment, many thousands of jobs having been opened by their establishment. Some 
of the 2,500 centers employ hundreds of men and women, as they include up to 
as many as 70 shops each and some of them do an annual business estimated 
as large as $80 million. 

The life insurance company financing of shopping centers has been effected 
primarily through mortgage loans, bonds, and lease-back arrangements. Of the 
billion dollars of financing outstanding, the larger part is under mortgages. One 
center, however, among the largest in the country, is owned outright by a life 
company. This is a 70-acre center now under construction in New Jersey, 
which will include 60 stores in 14 buildings and is expected to produce $2 
million annual sales in the first full year. 

Similar to the shopping center development is the more recent growth of 
industrial parks, doing for business and industry what the shopping centers 
have done for retail outlets. Life insurance funds are also helping to finance 
these developments and at mid-year 1958, the life companies had at least $127 
million on loan to industrial parks under mortgages, bonds, and other plans. 
In this case, mortgages accounted for more than two-thirds of the aggregate. 

The industrial parks range from a few acres to 4,000 or more acres each and 
include up to 50 or even more plants each. Employment is even broader here, 
thousands of jobs being covered by some of these parks and these developments 
represent largely industries new to the communities. 
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APPENDIX X 
CENTERS DOMINATE IN CHAIN PLANNING’ 


During 1956, some 47 percent of all new chain stores will be located in shop- 
ping centers, compared with 37 percent in 1955, the annual Chain Store Age 
construction and modernization survey indicates. 

In some fields, however, the chains are locating an even higher percentage of 
new stores in centers. For example, about 70 percent of the new variety stores 
operated by chains are being placed in shopping centers this year. The drug 
chains are locating about 77 percent of their new units in centers. The shoe 
chains are opening some 85 percent of their new stores in centers. About half 
of the new chain grocery stores opened this year will be in centers, and better 
than 60 percent of the apparel chain stores will be in centers. 

A larger percentage of announced centers are actually being built, authorities 
estimate, as marginal developers fall out and insurance companies take a colder, 
more realistic attitude toward financing. Success in centers breeds success and 
chains are for more receptive to proposals from repeaters than from newcomers 
in the shopping-center field. 

APPENDIX XI 


20TH ANNUAL CHAIN STORE AGE CONSTRUCTION AND MODERNIZATION SURVEY 


By S. O. Kaylin, Executive Editor, Chain Store Age 


For CHAINSTORE CONSTRUCTION AND MODERNIZATION : 1957, $1,206,000,000; 1958, 
$1,388,000,000 ; 1959, $1,570,000,000—CHAIN CONSTRUCTION AT NEW HicH?; To 
OPEN 10,450 SrorES IN 1959, KEEPING Pace WitH EcoNoMy; 58 PERCENT OF 
New StTorRES PLANNED FoR 1959 WiLL BE IN CENTERS; RECORD EXPENDITURE 
oF $1,570,000,000 Is SEEN ror 1959 


Chainstore construction and modernization expenditures for 1958 hit an all- 
time high, the 20th annual Chain Store Age construction and modernization 
survey reveals. An expenditure of $1,388 million brought the chains 9,100 new 
stores and 11,800 substantially remodeled stores in. 1958. 

Reports received directly from 739 chains operating a total of 24,925 stores 
form the basis for the Chain Store Age study. 

The 1958 expenditure of $1,388 million compares with $1,206 million in 1957. 
An expenditure of $1,570 million is seen for 1959. The 1959 estimate is based 
on the current plans of the 739 reporting chains and is, of course, subject to 
change if the economic climate changes radically or if shopping center develop- 
ment does not continue on the upward curve indicated by the chains’ reports. 

Overriding conclusions of the study are— 

The chains are keeping pace with the economy. New stores are, in many 
cases, replacements for older stores. New stores are, generally, larger than 
those opened in the past. Grocery, restaurant, and department-store chains 
were able to fulfill virtually all their 1958 plans, reported to Chain Store 
Age in late 1957. 

The grocery chains had planned 2,500 new stores for 1958, and their current 
reports indicate that they opened that many. 

The restaurant chains fulfilled their plans for opening 850 stores in 1958. 

The department-store chains opened 325 stores in 1958; their plans called for 
500. 

The variety chains fell 100 short of their 1958 goal of 600 new stores. 

The apparel chains exceeded their expectations by a considerable margin. 
They opened 850 stores in 1958, whereas their plans at the end of 1957 called for 
only 650. 

The drug chains opened 425 stores in 1958—25 more than in 1957, but 175 short 
of thir goal of 600. 

Auto supply-hardware chains had planned to open 550 stores in 1958, actually 
opened 650. 





‘Reprint from Chain Store Age, May 1956, Lebhar-Friedman Publications, Ine. 
?Reprint from Chain Store Age, January 1959, Lebhar-Friedman Publications, Inc. 
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Chains not otherwise listed are grouped in the “miscellaneous” category. They 
planned, as a group, to open 2,800 stores in 1958, actually opened 3,000. 

On the whole, the chains performed in 1958 pretty much as they reported they 
would as of the end of 1957: They opened 9,100 stores and their goal was 9,350. 
Total expenditures were $1,388 million against $1,848 million projected at the 
end of 1957. They remodeled 11,800 stores—a few more than the 11,550 they 
projected at the end of 1957. 


Food chains replace existing stores and will continue trend in 1959 


The food chains responded to continuing sales increases and the probable 
continuation of a favorable economic climate by replacing existing facilities with 
improved plants in new locations in 1958 and by planning a measured pace of 
store development in 1959. 

















| 
| Type of chain 
Construction and Totals | | 7 
modernization of all | | Auto 
chains | Grocery | Variety | Drug | Restau- | Apparel | supplies, 
| | | rant | hard- 
| | | Ware 
ee ee | oe r | | —— 
New stores: 
1957_- 8,750 | 2,000 500 | 400 | 850 | 1, 100 | 750 
1958_- puis BL RU TG, 80 th | HOO 500 | 425 850 | 850 | 650 
_ 1959 (planned) —- | 10, 450 | 2, 700 | 600 | 600 | 1, 000 | 600 650 
Opened in centers: 
1957....- ; 3, 100 | 300 | 300 | 250 125 | 800 300 
1958_..___- , : _.| 3,775 | 600 | 350 | 300 150 | 500 | 350 
1959 (planned) 6, 025 | 900 400 | 475 250 350 | 450 
In operation in centers: | 
tie ad magi : | 16,825; 2, 200 1, 900 2, 100 800 2, 500 | 1, 000 
1958 ; xg | 20, 600 | 2, 800 | 2, 250 2, 400 | 950 3, 000 1. 350 
1959 (planned) .-| 26,625] 3,700} 2,650] 2,875] 1, 200 3, 350 | 1,800 
Remodeled: 
ES ¥ es 13. 200 1, 900 1, 300 | 800 1, 500 800 1, 150 
ERS shG te oo5 seo --| 11,800] 1,800 1, 150 750 | 1,350 1, 000 950 
1959 (planned) - -- --| 13,350 | 1, 800 1,100 | 650 | 1, 500 1, 100 1, 000 
| | | | | 
EXPENDITURES 
{In millions of dollars] 
er Abs mat Pt a age we Danae ee Scare 
Chain: | } 
SEES eee eeree é 713 310 | 85 | 3 51 | 38 17 
WEP ae ere 736 360 | 83 | 33 | 52 29 14 
1959 (planned) _ __- ; 795 | 395 | 90 | 44 | 57 21 14 
Landlord: | | | 
oa . 493 204 | 77 23 17 42 14 
a . - | 652 345 80 30 21 34 15 
1959 (planned) | 775 | 395 | 105 43 32 | 24 17 
Total expenditures: | | | 
BE a centoak 1, 206 | 514 162 57 68 80 31 
ae oe 1, 388 | 705 | 163 63 73 | 63 29 
1959 (planned) , 1, 570 790 | 195 87 89 45 31 


They opened 2,500 supermarkets in 1958, compared with 2,000 in 1957, and they 
plan to open some 2,700 in 1959. 

Their 1957 programs were hampered somewhat by a slowdown in shopping 
center construction in that year. In 1958, however, shopping center construction 
was stepped up, and the food chains were able to open 600 units in centers, com- 
pared with only 300 the year before. 

Their present plans call for 900 supermarkets to be opened in shopping centers 
in 1959—one-third of the stores they plan to open. The food chains now operate 
2,800 stores in shopping centers. 

Remodeling programs of the food chains are continuing on an even keel: 1,900 
stores were remodeled in 1957; 1,800 in 1958; and 1,800 remodelings are planned 
for 1959. 

Expenditures for construction, remodeling and equipment for food chains 
totaled $705 million in 1958—up 36 percent from 1957, and 11 percent higher than 
budgeted for 1958 at the end of 1957. 
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General mer- 




















Construction and modernization chandise, Miscellane- 
department ous 
store 
Jew stores: 

. RE eR cchvcdas kasd dkkhved toca nboseawinees ReaSeonanenseekenasengunciratis 350 2, 800 
Sie ctnkpwebottumtreaycchennebwcichine 325 3, 000 
1959 (planned) 300 4000 
ned in centers: 

OP e7 es Ake nab nid Gh ncuddemneyadnotbsdaskine bebokubsiseetinn danas e Beatie 125 900 
i da aul cnn eae aenecmemcianis winind wepbedumaiemmaesinta de 125 1, 400 
CNET 3... cnsckdunccasedekstndenesdiunesunebacs dnsateltantendna<s 200 3, 000 

In operation in centers: 

DGGE Sa dudinck tis sath die akon aceh punch a<ddeneppetuande bhasdleaseedase 825 5, 500 
a i el 950 6, 900 
EBS ot 5 aes shecmsldddanacdoncwnacdusadaaueeeen 1, 150 9, 900 

Remodeled: | 
BE orice cugiwcsnsancaeenetneneadncerennanensserneseqhascsunsccnddnasiuyer 700 5, 050 
DEL Ludi vunte¥oussdncdehbsanadeasvebeudeweubeswas haduatua —~pitcanwehadnd | 900 3, 900 
Be ING iis oii ween pennaks déddbcduceksueseunnathyedsapeieedents 800 5, 400 

EXPENDITURES 
{In millions of dollars} 

Chain: 
aidan steno rnnseebegeeneeeseontberasrodscsevecdcsavaawdetbhoasaseutne | 102 76 
A ite as abinth decdennetndebathnuasowe Wihdin aha soiak nous engin ladetabbnge 92 73 
SP TOG os cen cccnae badd bid badwhaieakies= cong aaa gneebedimanen ceo 84 90 

Landlord: 
tn dengatscbdeaschseess snccbedanhutegnseanetnagcukethenenesqugésaraume 85 31 
Pb wi ike Js -cerndsncnssdacdecendendiaccede Svecswecqseceeu 85 42 
NN ca tianenienincnclan cme email ites eee 90 69 

Total expenditures: 
aes oo ain ond one cabal nial WEED Ba ail wen ahate do te hd lad eae 187 107 
TGS. nonce ShbshdimwWaG d Mie) Shnkidg ee bi cliatadesmeecaeemeeeeees 177 115 


1959 (planned) Si es Sp diieaeaad anes oaadllien pate MEL Np (en a 174 159 





Variety chains maintain pace ; plan increase for 1959 

The variety chains opened 500 stores in 1958—the same number as the year 
before. 

They plan to open 600 in 1959. 

The variety chains were able to open a higher proportion of stores in shopping 
centers in 1958 than in 1957—350 in 1958, compared with 300 in the preceding 
year. They plan to open some 400 in centers in 1959. 

The variety chains currently operate about 2,250 stores in shopping centers. 

Remodeling tapered off a bit in 1958: 1,150 stores were remodeled, compared 
with 1,300 in 1957. They plan to remodel about 1,100 stores in 1959. 

Expenditures for construction, remodeling and equipment for variety chains 
totaled $163 million in 1958—about the same as 1957, and about 16 percent less 
than had been anticipated at the end of 1957. 





Drug chains increase expenditure; point to big 1959 


The drug chains opened 425 new stores in 1958, compared with 400 in the pre- 
ceding year. Their current plans call for a total of 600 new stores in 1959. 

Shopping centers continue to hold major interest for the drug chains, but they 
are becoming increasingly selective as to the type of center they will consider. 
With some 900 centers to be opened for business in 1959, some 475 drug chain- 
stores will open in centers, according to the chains’ present plans. In 1958, 300 
of the 425 chain drugstores opened were located in shopping centers. 

About 2,400 chain drugstores are currently in operation in centers. 

The drug chains remodeled 750 stores in 1958, compared with 800 in 1957, and 
650 scheduled for 1959 remodeling. 

Although expenditures for chain drugstore construction and modernization 
increased to $63 million in 1958 from the $57 million spent in 1957, the 1958 
expenditure fell about 20 percent short of what the chains anticipated would 
be spent. Current plans are for $87 million to be expended in 1959. 
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Restaurant chains see big year ahead 


The restaurant chains are planning to step up their programs of locating in 
shopping centers. In 1959, they report, some 250 of their 1,000 projected new 
stores will be located in shopping centers. 

This compares with 150 units located in centers in 1958, out of a total of 
850 new stores, and with 125 units in centers in 1957, out of a total of 850 in 
that year. 

The restaurant chains now operate some 950 units in shopping centers. 

Plans revealed to Chain Store Age at the end of 1957 indicated that 850 new 
chain restaurant units would be opened in 1958—a schedule that was fulfilled, 
although a slightly higher proportion of units were opened in centers than was 
anticipated at the end of 1957. 

The restaurant chains had budgeted about $70 million to be expended in 1958 
for construction, modernization and equipment. The actual expenditure was $73 
million—an increase of about 8 percent from 1957. These chains expect some 
$89 million to be spent in 1959. 

Apparel chain growth is leveling off 

Although the apparel chains exceeded the rate of new store development 
anticipated at the end of 1957, the number of stores opened in 1958 is still 
considerably lower than the number opened in 1957. 

These chains had scheduled about 650 new stores for 1958 but actually opened 
850. They opened 1,100 in 1957. Their 1959 plans call for 600 new stores. 

The apparel chains met their schedule with respect to shopping center loca- 
tions: they opened 500 stores in centers, as planned, in 1958. Their 1959 pro- 
gram calls for 350 stores to be opened in shopping centers. 

The apparel chains are currently operating some 3,000 stores in centers. 

The apparel chains remodeled 1,000 stores in 1958, compared with 800 in 
1957 and 1,100 projected for 1959. 

Expenditures for store construction and modernization in 1958 were $63 
million compared with $80 million in 1957. 

The 1959 expenditure for new and remodeled apparel chain stores will be in 
the neighborhood of $45 million, according to the present plans of the apparel 
chains. 


Survey indicates 900 shopping centers to be built in 1959 


With the revival of shopping-center construction having started to take effect 
in 1958, the year 1959 is expected to see full-scale development of centers 
throughout the Nation. 

Some 600 centers were opened in 1958, the 20th annual Chain Store Age con- 
struction and modernization survey indicates. 

In 1959 it is expected that about 900 centers will open. This estimate is 
based upon both the plans of the chains, as revealed to Chain Store Age, and 
an appraisal of the projects now in progress or shortly to be launched. 

Estimates of people close to the shopping-center development and financing 
fields go as high as 1,200 centers for 1959. Although Chain Store Age does not 
rule out the possibility of 1,200 centers opening in 1959, its own study favors 
the more conservative figure of 900. 

Of the 10,450 stores scheduled to be opened by chains in all fields in 1959, 
about 58 percent will be located in planned shopping centers, if the present 
plans of both chains and developers can be fulfilled. 

An increase in the magnitude of 32 percent—from the present 2,800 centers 
in operation to the 3,700 envisioned by the end of 1959—is not as dramatic 
as it may appear, however. 

The bulk of the centers to be opened in 1959 will be relatively small or 
medium-sized developments. Many will be of the neighborhood, convenience 
type. 

The crowding of shopping centers into areas which appear to be plentifully 
supplied with competing centers has caused many observers to wonder whether 
we do not now have an oversupply in the country. 

Although there are many areas in which there are more centers than business 
to support them, other observers believe the imbalance is temporary. They 
base their views on studies of population trends, as well as on the fact that 
considerable study goes into a development before it is actually built—study 
by developers, by financing institutions and by experienced tenants. 
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Increased activity in the shopping-center field will be reflected in the expendi- 
tures to be made in 1959. 

Of the total of $1,388 million spent for chain-store construction and moderniza- 
tion in 1958, less than 47 percent was expended by landlords. 

In 1959, however, landlords will account for more than 49 percent of the total 
expenditure of $1,570 million. 

Chainstore real-estate executives continue to keep their eyes open for shop- 
ping-center deals. That does not mean, however, that they are ignoring oppor- 
tunities elsewhere. 

Replacement of existing main street stores with larger, better located units 
continues to form a major part of the actvity of many chains. The fact that 
some 58 percent of the chainstores projected for 1959 are to be located in shopping 
centers must be weighed in relation to the fact that a healthy 42 percent will 
be located outside of centers. 

Auto supply-hardware chains exceed expectations 

The auto supply-hardware chains had planned to open 550 stores in 1958, 
but those plans, made at.the end of 1957, were revised in the course of the year. 
These chains opened 650 stores in 1958, and plan to open another 650 in 1959. 

They opened 350 of their new stores in shopping centers in 1958 and plan 
to locate 450 new stores in centers in 1959. They now operate a total of 1,350 
stores in centers. 

These chains remodeled 950 stores in 1958, compared with 1,150 in 1957 and 
1,000 planned for remodeling in 1959. 

Expended for store construction and modernization by these chains and their 
landlords: $29 million in 1958—16 percent more than anticipated. Some $31 
million is expected to be spent in 1959. 

Department store chains on an even keel 

General merchandise-department store chains opened 325 stores in 1958, com- 
pared with 350 in 1957, although they had planned to open only 300 in 1958. 
Their 1959 plans call for 300 new stores. 

They opened 125 stores in shopping centers in 1957 and in 1958, and plan to 
open 200 in centers in 1959. They now operate 950 units in centers. 

Major remodelings were counted at 700 for 1957, 900 for 1958 and 800 planned 
for 1959. 

Expenditures for construction, modernization and equipment for these chains 
were $177 million in 1958—off 4.8 percent from 1957. On the basis of their 
plans for 1959, an additional slight decrease in expenditures is envisioned— 
less than 2 percent. 

Increased activity seen for other chains 

Chains not included in the detailed tabulation accounted for some 3,000 new 
stores in 1958, with 1,400 of them in shopping centers. This represents an 
increase of 200 new stores from 1957. These companies, accounted for an 
expenditure of $115 million in 1958, compared with $107 million in 1957. 

Their 1959 plans call for 4,000 new stores of which 3,000 will be in shopping 
centers. Their 1959 expenditure is set at $159 million. 





A footnote on procedure.—The Chain Store Age construction and modernization survey is 
now in its 20th year. No survey was made during the years of World War II. Detailed 
questionnaires were sent to 4,400 chainstore organizations. Complete replies were received 
from 739 chains operating a total of 24,925 stores. The information is received on a con- 
fidential basis, except where otherwise indicated by the respondent. Conservative methods 
of applying the data from this very large sample are employed, following the same proce- 
dure used throughout the life of the survey. 








SHOPPING CENTERS—1959 


TOTALS OF ALL CHAINS 


Here, ata glance, is a summary of chain-store 
construction and modernization: activity for 
1957 and 1958, together with estimates for 
1959. Estimates for 1959 are basdd upon 
current plans of the chains, : 


NEW STORES 


[JIN SHOPPING CENTERS -T O49] 
8,750 





"97 


‘58 9,100 


' 10,450 
59 lone 


IN OPERATION IN CENTERS 
'57] 


"58 








REMODELED 


13,350 iplanned) 





EXPENDITURES 
IN MILLIONS OF DOLLARS 


CHAIN’S. _ - EJ LANDLORD'S 





"57 


‘58 








TOTALS 
1957: $1,206,000,000 
1958: $1,388,000,000 
1959: $1,570,000,000 
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APPENDIX XII 
[From Business Week, Apr. 11, 1959] 
MARKETING—THE Top 20 RetrarLers: 1958 Score 


























| 
1958 sales |Percent|Earnings,| Percent 
Rank, Company name 1957 (in thou- {change}! 1958 (in | change 
1958 rank sands) | from thou- from 
1957 sands) 1957 
ee aiettinttic Reid ag tpetledhckiaicad | 
1 | Atlantic & Pacific Tea Co...-......-.-.....--. | 1 | 1 $4, 900, 000 2.1 }1 $51, 600 | 2.0 
a ie eS Sa ee ee 2 3, 721, 272 3.3 165, 788 2.9 
SB T OOWAy HUNGER. obi 2h cso ai ie} 3 | 2, 225, 352 5.1 33, 406 8.1 
Oe) RN cn cers eRe Suieie Rd Semtaisaien 4 1, 776, 174 | 3.6 21, 629 4.8 
aan ee SI a oo iad ck ciimaiies wauaensind 5 1, 325, 604 hea 2 46, 876 —5.1 
OF Oty WE WRG s on ce tcc ccceccceeaiewcee 6 1, 092, 267 4.7 28, 030 —5.6 
tT er On TROND «ons des Rca menn 7 874, 500 4.4 | 110,843 | 3.3 
8 | F. W. Woolworth. _.......--- SN ete 8 864,571 | 4.9 | 32.376 —2.9 
I a  useeaaone 9 794,162 | 316.6 8, 841 39.8 
10 | Food Fair Stores. _...--- Seknaduatiaddanheat i 12 4740, 000 23.2 19, 350 —2.9 
O65 BR COR bs ob tks Si eta cdeend 18 4675,000 | 414.7 | 138,500 10.0 
12 | Federated Department Stores.--.--.-..----- 10 4 650, 000 | 2.4 | 427,000 8.1 
Bet EE SING coke conc nnroceccsnaanpeaseeceer 11 1 644, 000 1.9} 111,700 —5.3 
14 | May Department Stores.......-....------.-.| 14 1 540, 000 | 1.5 | 119,000 —6.0 
15 | First National Stores- -..--...-..--.- snail 15 | 4 531, 500 | 1.9 18, 982 2.1 
a a nw baie midoebingen Shasenhe whe 138 603,740 | 17.7 1 6, 386 9.8 
CRT ie wl: IE wana wasn cernueeeneibieeaanse Cone | 16 WO FEE fewasacns pf 
tt Ge BN a Cp wed deka elintsn beckida scien 19 448, 813 | FR 7, 808 12.2 
ST, SURO OUNORS cian ann ndanthocdsoccdnemo wen 17 437, 132 —1.1 4, 849 —22.0 
Ee cE econ aeectgine thd ands aieene we 20 432, 241 | 6.4 9, 850 1.4 
} | 





i Business Week estimate. 

2 Based on 13 months. 

353 weeks against 52 weeks. 

4 Company estimate. 

5 §2 weeks ended Nov. 1, 1958. 


Nore.—Italic indicates these chains moved up. 
SLUMP LEFT ITS MARK 


Minus signs are slightly more plentiful among the 1958 sales and earnings 
figures for the Nation’s top retailers (table)—evidence of the recession’s impact 
during the first half of the year. 

In the previous few years, every one of the top 20 scored an annual increase in 
sales. Last year, though, one chain—Colonial Stores—showed a decline in sales 
volume, and seven big retailers suffered dips in net income. Two of these were 
food chains, which usually manage to wind up the year ahead in earnings. And 
the percentage drops were generally more severe than in recent years. 

Still Up: Despite this somewhat somber note, overall sales figures add up to 
substantial growth. Sales increases ranged from Food Fair’s 24.2 percent to J. 
C. Penney’s 1.1 percent, more modest but computed on a much larger base. It 
took sales of $432 million to admit a retailer to the top 20, up from $325 million 
just 3 years ago. In all, the top 20 sold some $24 billion worth of merchandise— 
about 12 percent of the $200 billion in consumer spending last year at all types 
of retail stores. 

For most chains, the rate of growth slowed a bit. However, five chains 
Sears, National Tea, Food Fair, Winn-Dixie, and Grand Union—reported a bigger 
percentage increase over the year before than in 1957. 

This time, the top 20 companies are the same as last year, but several of them 
shifted position. 

Fastest growers: As usual, the food chains were the fastest growing retailers 
in both sales and earnings, though the improvement was less marked than in 
the past. Sales of 6 of the 11 chains increased more slowly than before; Colonial 
Stores dipped 1.1 percent below 1957. On the earnings side, Colonial dropped 22 
percent. President Joseph Seitz attributed the slump to depressed conditions in 
some parts of the chain’s 11-State market and to higher outlays for promotion 
and merchandising made necessary by heightened competition. Despite this set- 
back, Colonial opened 34 markets last year to bring its total to 473 units, and 
it plans to add another 37 soon. 

Four food chains that have been growth leaders for several years—Food Fair, 
Winn-Dixie, Grand Union, and Jewel Tea—moved upward in the ranks last 
year. The first three, relative newcomers by contrast with such long-time re- 
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taining giants as A. & P., have been expanding through mergers and store open- 
ings—a characteristic of the postwar food field. Supermarkets have become the 
dominant factor in the retail food industry, and chainstore operations dominate 
among supermarkets. Last year, according to Super Market Merchandising, an 
industry publication, supermarket sales reached a record $28.6 billion—or 64 
percent of all food sales. Some 87 companies out of a total of 51,144 accounted 
for 62 percent of the supermarket tallies. 

Best improvement: Food Fair’s 23.3 percent was the biggest sales improvement 
of any retailer among the top 20. Jumping from 14th to 10th place in 3 years, 
Food Fair pushed annual sales from $475 million in 1955 to last year’s estimated 
$740 million. It has expanded both by opening markets and by merger. Last 
year it purchased Setzer Stores, Inc., with 38 markets, which does about $22 
million yearly. The deal with Best has been challenged in the courts by Penn 
Fruit Co., however. 

Another chain on the move, Grand Union, scored a 17.7 percent jump in sales 
to a record $503 million, and it topped 1957 earnings by an estimated 9.8 percent. 
In 1955, Grand Union was not even among the top 20. It crashed the list in 
1956 in 19th place, now ranks 16th among retailers and 8th among food chains, 
During 1958, Grand Union opened seven huge Grand-Way Discount Centers, 
heavily stocked with such unorthodox food supermarket items as major ap- 
pliances and clothing (Business Week, Apr. 4, 1959, p. 92). In addition, it opened 
50 conventional supermarkets and acquired 75 more, to close the year with 472 
outlets in 11 Eastern States. 

Southern giant: Jacksonville, Fla.’s Winn-Dixie continued to improve its po- 
sition. It became one of the top 20 retailers in 1955, when it annexed 15th po- 
sition. Last year, a 14.7 percent sales gain pushed it from 13th to 11th. And 
its 10 percent improvement in profits was second only to Jewel Tea’s 12.2 percent. 
Much of Winn-Dixie’s growth has come through acquisition. But during the past 
6 months, the chain opened 45 stores and bought 2 others. At present it plans 45 
more new units in its present territory. 

The showing of the larger chains was not so spectacular, but it was still satis- 
factory. A. & P. added $200 million to sales to bring them within striking dis- 
tance of $5 billion. Although maintaining its policy of preserving a lower 
ratio of profits to sales than many food chains (approximately 1 percent), 
A. & P., last year, tucked away a very comfortable $1 million more in earnings 
than in 1957. 

At Safeway Stores, improving the profit margin was a major aim of new 
management that took over in 1956 (Business Week, Apr. 13, 1957, p. 68). 
That year, Safeway’s profits increased 86.6 percent on a 8 percent gain in 
sales. Last year the company achieved an earnings-to-sales ratio of 1.5 per- 
cent, its highest in 20 years. Safeway opened 209 stores last year and closed 
125 outmoded units to end the year with 2,117 outlets. This year, it plans at 
least 200 new stores, including 2 at. Anchorage, Alaska. It will be the first 
major food chain to invade the new State. 

Other chains: Among nonfood merchants, the picture is generally drab, though 
there are a few spots of color. Sears, for instance, performed better than in 
1957; it had a 3.3 percent increase in sales volume and a 2.9 percent gain in 
profits. Federated Department Stores, which made top spot among department 
store chains last year, upped sales 2.1 percent and profits a healthy 8 percent. 
R. H. Macy’s figures for the fiscal year are unavailable, but it expects improve- 
ment in both sales and earnings. At W. T. Grant, sales hit record levels and 
profits were up. 

Like other retailers, Grant reports that its gains came almost entirely in the 
last half of 1958, especially in the last quarter, as buying picked up and the 
recession ended. But for many stores, the improvement wasn’t enough to offset 
poor results in the first half. At J. C. Penney, Montgomery Ward, Allied Stores, 
and May Department Stores, the prevailing trend was slightly improved sales 
and decreased earnings. 

Last year, May merged with Hecht Co., an 11-store chain with annual volume 
of $105 million. As a result, May will be crowding Federated for top position 
this year. In its first move into the Southwest, May also bought Cohen Bros. 
in Jacksonville. 

This year merchants generally are looking for sizable gains with consumers 
displaying a readiness to part with increased personal income. In the first 
quarter, sales have substantially outpaced the 1958 recession period, helped 
along by an early Easter. Total retail sales are expected to climb 5 to 10 
percent to another record. 
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APPENDIX XIII 


Tentative listing of urban renewal projects which have land that may be suitable 
for shopping centers 
[Compiled by the Urban Renewal Administration, Housing and Home Finance Agency] 
REGION I 


























Approxi- 
Location Project name mate size, When ready 
| square feet 
| sciatica _ 
Lawrence, Mass_.....---------.| Common, Valley, and Concord St. 250, 000 | Spring 1960. 
| area, 
REE, DRONE 3, cic. chmgpinkadian | ME Obes bins bw kinnaawaeanmes 275,000 | Ready. 
ON ae Lg. rr 465, 000 Do. 
Binghamton, Ned cccadedacssane oe, eee 300, 000 | Summer 1959. 
Utica, N.Y...- ..---..-------| Redevelopment project No, 1...-.---- 340,000 | December 1959. 
Torrington, OIL csins 2h cena BOUtR OGiNGl BBOB....ncwcncceucececes- | 590, 000 | June 1959. 
REGION II 
ae | 2 : 
meee Mee. NF. odd. nnacs) DINOS Ble xnabhescccaccsahupakuqgecwns | 479,000 | Spring 1960. 
ae Rear. | General Braddock Plaza- sedan 45,000 | July 1960. 
Duquesne, Ws nndvscnendeadauon is. 8 ee eae 131, 000 | March 1961. 
Se Ms hae i nagcaandsalacccone PON INURE. oe asinadcuhalmawsasnni 610,000 | Ready. 
McKees Rocks, Pa-..-..--------- MceKees Rocks Plaza................. 131,000 | February 1960. 
; be ii shai 218, 000 |f April 1960. 
Philadelphia, Pa....-----.----.- Eastwick........--.-.----------------- i{ 1, 481. 000 {Spe e 1960. 
Danville, Va_...----- pckidhwheene BN Nh Sic ganas eta |" "122,000 | Ready. 
ES Veibdbanndncinddhuseswe eo eS eee ae | 653, 000 March 1960, 
| | 
REGION III 
aie) = | 
EE eae ae al 152,000 | Ready. 
i ue dni inaeaieas South Bell St 261,000 | January 1960. 
OE eee I RE TR ccnccintiedameindaamns | 1,481,000 | Ready. 
BED, BAR. nin cnn cwscccccseca| MONE 6.“ EMORNE Gs cc snentcccasasen 784,000 | Summer 1959. 
eR, (2G. 5. ocncudecensen| WOON IID ONO we ncaccuccascuescasce | 187,000 | June 1959. 
rh (20. gcc ceamceael RENEE. DERE FWliicudcanstaseeuaces 65,000 | January 1960. 
ee he CD ee Ee = oe 601,000 | December 1959. 
BEGOETO, UIG...cccnccscncsse 6th St. redevelopment area___......--- 296, 000 | June 1959. 
CRIED 2 sas cwwemnee Ce 0 We Since cansnancusmimnnens 466,000 | January 1960. 
Murfreesboro, Tenn. .....-.--- | Broad St. development.............--- 274, 000 | Ready. 
Tullahoma, Tenn-.-......---...--- Se rN 523, 000 | June 1959. 
Union City, ee ee | Florida Ave. development. -...-------- 348,000 | Ready. 
0 S*, SINE Wn genncdbuchenneeddneenes 327,000 | January 1960. 
' 1 
REGION IV 
' | 
I in se ihaain ota ibuisieaal Hyde Park-Kenwood area__-.-....----- 353, 000 | Fall 1960. 
Battle Creek, Mich-..-........---. POE iG snnecrrnckwaniteiuaniokein Gamba 213, 000 | June 1959. 
ge EE PUNE: cccacedasdimnacweeteneonna owen 98,000 | Ready. 
Minneapolis, Minn..........--.- TE MD « cniceinieimnn dae saembadniel 1, 302,000 | Fall 1960. 
OS OS WN aculeniiiihiniiadin inh eidebinie Unies 440,000 | Ready. 
SE NPN. cc casacccatoncn RN cnnaddctatua<scasnoeenoareeton | 268, 000 Do. 
IR, CMIO. cnccunnenusosan MOrNet-DIONGWE......0<cccescuccecccces 246, 000 | June 1960. 
0 eee ee pe eee eee ee 272, 000 | Spring 1960. 
| ‘ 
REGION V 
| | 
St COD, os cccuangnanassacn Avondale neighborhood. --.....-..---- (1) Fall 1960, 
Kansas City, Kans_............ Cs te on siaeearnaeaaendl 958, 000 Do. 
CS eae | So shakpaeicecudsceneer andes 
REGION VI 
Fairbanks, Alaska__........-.-.- Central downtown area. ....--..--.--- 150, 000 | Fall 1959. 
San Francisco, Calif........-..- Diamond HegGth..< .ncscceusiesaudéccous 218,000 | Summer 1960. 


13 to 10 acres. 
Note.—None in region VII, Puerto Rico. 
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APPENDIX XIV 


Percentage leases 


{August 1957, 9th edition, published by the National Institute of Real Estate Brokers of the Nationa) 
Association of Real Estate Boards] 


SS 

















Number of Number of Number of | Number of | Total num- 
independ- local regional national ber in Total of 
ents chains chains chains shopping | all leases 
centers 

Os aan Ganeienneeipeael | 9 13 10 16 48 62 
Household appliances, radio 

te a ee 4 2 0 0 6 9 
Hardware stores. -.-.....--..-.- 12 7 2 0 21 29 
Jewelry stores_____- cab bempelans 5 6 2 0 13 27 
Children’s apparel stores_..--- 9 5 0 0 14 17 
Family apparel stores_....-.-- 2 5 | 3 2 12 20 
Men’s apparel stores__-....---| 5 2) 4 3 14 30 
Women’s Apparel stores -_-_---- 7 12 5 19 43 84 
Men’s furnishings stores-.-...- 0 1 3 1 5 16 
Women’s and children’s fur- 

0 ae 4 3 1 4 12 16 
Millinery, hosiery, and lin- 

eS ee 1 2 0 0 3 12 
Family shoestores____......-.-- 7 3 1 25 36 67 
Men and boy shoestores- - -_.- 0 0 1 4 5 12 
Women’s shoestores_-_........- 0} 2 3 3 8 12 
Junior department stores _---- 1 5 3 10 19 7 
Drapery, drygoods, and floor 

coverings stores__..........- 5 6 1 0 12 13 
Variety stores (5 and 10)-__---- 2 2 8 30 42 56 
Furniture stores.............- 3 4 0 0 7 13 
Supermarkets. _..............- 0 13 16 25 54 69 
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PHYSICAL VALUE 














Land (20 acres) 871,200 square feet, at $0.92__.._______-.-_-__-- _ $801, 504 
Land improvements: Drainage, paving, landscaping, lighting, utili- 
ties, etc., 650,000 square feet, at 50 cents___._-_------ a Ee a eae _ 325, , 000 
Buildings: 
Department store, 85,000 square feet, at $15 per square foot___- 1, 275, 000 
Balance, 101,150 square feet, at $12 per square foot_-_------ ee ee 
Canopy, 21,000 square feet, at $2.50 per square foot___-------- 52, 500 
Fe gs eased cage Macs caleba tls oo os a a 2. 541, 300 
Financing charges, title expense, legal fees, etc., are included. 
Nhe a. i nenidimeapiben wkiwin ss es 3, 667, 804 
Land residual: 
Net from minimum guarantee._............-..-..-..-.-- : 244, 976 
Estimated net from overage___.___-__-_- ie rE Bete bob 80, 000 
I es ok emit wte' Sate diene 324, 976 
Retire land, improvements, and buildings o over 30 years, at 9 per- 
I ed 2 cc a Sasa apndim ace mehamaada= 277, 151 
($10,342) capitalized at 6 percent Fe hao : ; 1 47. 825 
1 Equals 797,083 or 91.5 (say) 92 cents. 
ECONOMIC VALUE 
Minimum guarantee, key tenants____-....--------- : $236, 237 
Estimated rent on unleased space_ je —~ ; 73, 390 
Estimated total minim guarantee__- - - - - - - ae a-<-= —pOv. Gy 
Estimated vacancy and collection loss: 
ee ee ee ee Pa 1, 570 
10 percent on unleased _ ___- ache DR hear satis FAS eee 7, 339 
Total vacancy a SS esa 8, 909 
Rete We oe as A os gat wens wal (ak ~ 300, 718 
Expenses: 
I EE I ra alaic wm epewd ee — 10, 525 
i sin paincm anna s oe ee a 3, 458 
DIONE crete ccna wecicewcuweenewuws “ am 500 
Parking lot attendants, snow removal, re possessions, 
in Sein inie ance gi enunme ss -. $17,290 
De BE icc ocecncndus dwckubiewane a 6, 966 
—_——__——- 10, 324 
OU a a SiS a a ak ae ws CR ee a. a wire aGn aoe 25, 935 
Insurance_---_ - - , eta ate iotna rs Saha a es easier see oe 5, 000 
| i BRGAR SS se om - a 55, 742 
Estimated net based on guarantee_____________-__- pate la ol 244, 976 
Capitalized in perpetuity at 8 percent______._._____-_--------- 3, 062, 200 
Estimated stabilization per cent of rent, $84, 506, at 10° pe reent_. 845, 060 
NN cht d a co ie kee e ao a : 3. 907, 260 
FINAL VALUE 
Upon completion _ - - - Cena eS eon w dled anna Be Pte a ia oe eee $3, 375, 000 
eer @ years Gnereeen. ... 5 4.25. 0.-~<.255-.-- bie iit _plus $3, 670, 000 
Posmouss ultimete walue.....<...........-.......... ..-...-.-. $3, 900, @ 
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RECAP OF SALIENT DATA 


Total land, 20 acres eee ine -square feet__ 871, 200 
Ground coverage of building - aces att bariati d'o eeb 172, 900 
Other area of building_______ ie aat s eS 13, 250 
Total area building - _- or ee : 5 leer ad 6... 186, 150 
Total area canopy ae . , . suai a 1, 000 
‘otal area paved parking_----- site: ign italics 650, 000 
Approximate number cars, at $350 pe r square e foot i, Se pees . 1, 857 
Loan sought _____~_- ‘ ie <a spc sl ls ch, | 
Ratio of loan to ultimate value ae ee 60 
Percent rented by area_.__ sh Lica ane ° 82 
Percent rented by rental-_ - - - a ee eee et a 77 


Central business district’s share of sales in standard metropolitan areas? 
1948 versus 1954 
APPENDIX XVI 











} Percent of standard metro- | 

Standard politan area sales in central 

metropolitan business districts Percent 

) rae Asie Be tit | difference 

| 1954 ($1,000) 

1948 1954 | 

Manhattan Borough, N.Y___.......--.-.--- 4 16.9 | 14. 2 —16.0 
a venithadinatmaciel 2.2 | 1.8 —18,2 
Brooklyn Borough, N.Y. -.................. : | $15, 433, 091 |; 2.3 | 1.7 —26.1 
Paterson, NJ ...-.----.--2--2.20-0-2-20-------| | 7 | ‘5 — 28.6 
Yenkers, N.Y_............. bichhcenenasdimetios .é af —33. 
Los Angeles, Calif lot liatah tains Glial Dark lenin candela | 6, 908, 825 r 9. 8 6.1 —37.8 
a aS Ei MIR SAE SS So te -| 4 2.0 1.8 —10.0 
EM Siiniccdcroniescennessoncecsunas if | 2.1 | 1.6 —23.8 
oe a tewacennnnseenwnannwewsennnrenacen= |} 6,898, 919 +8 *s : 
Detroit, Mich =o o nee | 4, 106, 958 15.5 9.9 = 36.1 
NS BL. nso Ue dwocnsdebababddsnens | ag f 20.7 | 14.9 — 28.0 
ee J ae i} 4, 060, 541 |) 1.4 3 ~7.2 
I i | | 17.7 | 13.9 —21.5 
Osktend, ae. Bodie oc te haces sa dee oats 2, 958, 649 | 8.1 6.3 = 2 
OME 5cnb bd num bcntetbvhitmapassond ia 1.7 1.4 —17.7 
CS SE Se ae | 2, 855, 379 20.0 15.2 —24.0 
RT oi 6 in Bie eae ae "| 2, 212, 049 | 18.9 | 13.7 —27.5 
SNS MEM ok ou Soke arn teaeoebunasnue | 2,016, 650 18.0 | 12.2 —32.2 
SR ERD) eee seh Fi ee | 1, 981, 956 | 28.9 20.8 —28.0 
Clev sland, RN ee ale Sea eA oe eee | 1, 923, 462 24.4 19. 6 —19.7 
anid bn bupscnakaetdenadeievee si 1, 330, 466 20. 2 | 15.7 —22.3 
Houston, MEN dhiidbckdevundcavcackutins shiomtnak 1, 194, 837 42.9 31.8 —25.9 
Milw aukee, RUNES, ancictieare inks heickeaaaee dase | 1, 144, 581 21.4 | 16. 6 —22.4 
cl als 1, 119, 117 28.8 23.7 —17.7 
CS Ltpakiediseapincokihidgckbibikoemek ht | 1, 030, 850 26. 2 16. 2 —38. 2 


1 Summary Report—Central Business Statistics: Bulletin CBD-96—Bureau of the Census. 
APPENDIX XVII 


PREPARED STATEMENT OF J. DAVID GLADSTONE, GENERAL PARTNER 
GLADSTONE & COMPANY 


Los ANGELES, CAuIF., April 22, 1959. 
EuGene P. Forey, 
Counsel, U.S. Senate, Select Committee on Small Business, 
Senate Office Building, Washington, D.C. 


Dear Mr. Fotey: You asked me recently in ee to offer my views on 
the subject of small tenant leases in shopping centers. Benjamin Franklin 
is quoted as having said “America can no more survive ‘and grow without big 
business than it can grow and survive without small business.” Neither can 
shopping centers. I shall endeavor to take it from there. 

Inasmuch as my company is operating solely in southern California, the 
views herein expressed are limited to this area. Here we have population 
growth factors of births and migration unequaled elsewhere. The enclosed 
chamber of commerce publication “The Researcher” succinctly offers the facts. 
Here we have suburban growth in the form of new communities, vast new 
housing tracts and the like evidencing the absolute need for shopping centers 
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of varying size and category. We have been developing centers of the com. 
munity type; i.e. 200,000 to 300,000 square feet. In this type of center in this 
area the key tenants are usually the following: Supermarket, 40,000 square feet ; 
drug chain, 16,000 square feet; variety store, 25,000 square feet; junior de. 
partment store, 35,000 square feet. 

The balance of the stores in the center include all the categories necessary 
to make the center a marketplace where patrons enjoy adequate and ¢on- 
venient parking, nicely landscaped surrounding, and one-stop shopping. 

To finance the erection of the stores the owner-developer is faced with the 
need of providing equity capital (a) for the acquisition of land, (b) for ob- 
taining leases (fees etc.), (c) architecture and engineering, (d) financing 
charges and interest, miscellaneous costs of promotion, overhead, legal fees 
and the like, (e) construction costs, (d) operation of the completed center, 
For the major part of construction costs, the owner seeks long-term financing 
from lending agencies such as insurance companies. 

It is at this point that the owner is faced with the requirements of such 
lending agencies who, in the main, require that the aggregate minimum rentals 
paid by major tenants (those with Dun & Bradstreet rating of AAA-1) be 
sufficient to service the proposed loan, pay property taxes, maintenance and 
management of the center. 

In practice, this means that 70 percent of the tenants in the size of center 
we are here discussing be of the AAA-1 ealiber. 

The owner then must select from the remaining applicants for space the 
most desirable of merchants and service stores properly to balance the goods 
and services to be offered in the completed center. Aside from the necessity 
of having a properly balanced group of stores from the merchandising stand- 
point, it is essential that the financial strength of the tenants—regardless of 
whether they fit the AAA~-1 category—be such that the owner is reasonably pro- 
tected from vacancy and remodelling factors should the opened center take 
longer than estimated to mature. 

In certain lines for example—men’s wear and women’s wear—there are very 
few chains operating in California that fit the AAA-1 mark of distinction and 
this lack represents a very great problem for an owner. Realize that the rated 
chain cannot go into every center proposed. 

Now as to whether Government insured small tenant leases is either desirable 
or workable—that is altogether another story. I do not believe from my own 
experience and knowledge that it could be. First, owners and developers of 
shopping centers are a peculiar breed—we are mainly creative people who have 
gone about solving congested traffic and so forth with our own ideas and taking 
our own risks. I do not think that a developer would want, in the shopping 
center field, to build his center to specifications imposed by a governmental 
agency as is the case with FHA and VA insured housing loans. 

If private means could be set up for the purpose of bonding leases for small 
tenants who have less than AAA-1 ratings and if lending agencies would 
accept such bonding in lieu of AAA-1 ratings, then such would be infinitely 
preferable to us as owner-developers. 

Bear in mind, too, that even now we have many small merchants such as 
barbers, beauty parlor operators, bakeries, optometrists and the like in our 
eenters. We also have a number of smaller chain tenants with less than AAA-1 
ratings in our centers. 

I am sorry to have burdened you at such length and I trust these ex- 
pressions have been of some help. 

Please feel free to call on us at any time. 

I enjoyed very much the privilege of talking with you at the convention. 

Most cordially yours, 
J. Davip GLADSTONE, General Partner. 
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APPENDIX XVIII 
May 7, 1959 


PREPARED STATEMENT OF LARRY SMITH, MARKET ANALYST, PRESIDENT, LARRY 
SmitH & Co., SEATTLE, WASH., CONCERNING THE CLAIM THAT INDEPENDENT 
ReTAIL MERCHANTS ARE Not ALLOWED SPACE IN SHOPPING CENTERS. 


1. IS THE STATEMENT TRUE? 


The statement as specifically made, on the assumption that by the term “in- 
dependent” is meant nonchain is not true as a broad generalization. As a matter 
of fact, such merchants are frequently sought as occupants of space in both 
large and small shopping centers. 

Reference in the statement is probably intended to refer to a condition which 
does exist ; namely, that there is considerable emphasis in the renting of shopping 
centers on the obtaining of tenants of strong credit and branch store operating 
experience ; which means that in the renting of new shopping centers, preference 
will be given to tenants of good credit and experience, with strength and con- 
tinuity of management. 

It is probably true that other conditions of credit and management being equal, 
preference will be given to a chain operating on a regional or national basis, 
because permanence and continuity of management will be more likely under 
such circumstances. 

However, where purely local organizations have demonstrated their ability to 
operate successfully over a period of years, they are sought as tenants of shopping 
centers in those cities and even in shopping centers in cities in which they do 
not operate. Two examples are Winkleman’s and Sanders in Detroit, which 
have built up local chains of excellent stores. Shopping centers as far away 
as New York have attempted to induce them to open stores in other cities. These 
two tenants in particular, as examples, are frequently offered space at lower 
than normal rentals. 


2. WHAT CONDITIONS HAVE CREATED IT? 


A shopping center is a real estate investment financed partly by risk capital 
invested by the landowner and partly by mortgage money loaned by insurance 
companies, pension funds, and other similar institutions who are primarily 
custodians of other people’s money, 

The mortgagee is interested primarily in security and a modest interest return, 
the risk capital is interested primarily in profit. 

Thus, while both are interested in getting the best possible tenants to enhance 
the investment values of the project, the emphasis may be somewhat different. 
The mortgagee will emphasize credit, stability, and permanence of management 
as their mortgage will probably be in effect for 20 or 30 years. The owner will 
similarly wish stability and permanence of management but for part of his space, 
may be willing to accept tenants of less proven factors of credit, management 
capacity, and continuity, hoping that by doing so he may enhance the variety 
and quality of shopping experience for the customers of his project. 

It, therefore, becomes a matter of compromise. The mortgagee may wish to 
have 70 percent of the space rented to tenants of AAA credit as a protection to 
his investment and a guarantee of continual performance if the development of 
business in the project is slow. The owner may or may not feel that local 
tenants of moderate or weak credit and management would be acceptable in 
providing a basis for merchandising a somewhat larger proportion of the space 
in the center. 

The variation in point of view would possibly apply to the classification of 
certain borderline cases of credit and experience and possibly to a willingness 
on the part of the owner to risk 10 to 15 percent more of his space to tenants of 
moderate credit and experience than might a mortgagee. It, therefore, affects 
the amount of first mortgage financing which an owner can obtain to a consider- 
able extent—possibly a 20-percent variation in the amount of loan if the owner 
wishes to lean heavily on inexperienced local tenants. 
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3. WHAT SOCIAL AND ECONOMIC CONSEQUENCES? 


Probably five consequences follow: 

(a) Trustee funds used for first mortgage financing are better protected. 

(b) Customers are given a better assurance of proven merchandising service, 

(c) The opportunity for up and coming vigorous new retailers is limited some- 
what until they have demonstrated their credit strength and merchandising 
ability. This statement must be strictly interpreted, as very many tenants of 
limited credit and experience can be and have been given opportunity for busi- 
ness in new shopping centers. 

(d@) The owners of new centers have been disciplined by the attitude of the 
mortgagees to give careful scrutiny to their tenants, and where tenants of 
approved strength, whether local or national, independent or chain, are difficult 
to find, the development of the project is difficult. 

(e) There is a tendency to recognize customer acceptance and performance of 
tenants, similar to the acceptance of recognized brand names, recognized profes- 
sional offices, or any other case of demonstrated performance. 


4. WHAT COULD BE DONE TO EFFECT A CHANGE? 


The conditions discussed in this connection are typical of those in all real 
estate investment and while they may at times appear to impose hardships on 
individual developers and tenants, the overall disciplines imposed by these 
natural conditions appear to me to be sound. 

If, however, the Government feels that it is desirable to provide greater oppor- 
tunity for local and other tenants whose credits and experience do not commend 
them to shopping center owners as tenants, the most economical and direct method 
of doing so would appear to be to attack the direct effect which is the limitation 
of mortgage availability. If the Government would provide financing at reason- 
able rates aS a second charge on the center in proportion to the space rented 
to tenants of nonapproved credit, owners might be induced to rent a somewhat 
larger share of space to such tenants. 

The conditions and provisions of such loans would have to be worked out 
with considerable care, as would the definition of the tenant qualifications upon 
which they might be based. 

We do not know, however, of cases in which projects required for proper service 
of the growing population have failed to proceed for lack of financing; nor do we 
know of many cases in which tenants of proven ability to serve the public have 
been unable to obtain effective premises in which to operate. 

The question appears to be the matter of finding a means by which a tenant 
of possible real ability and capacity, but without proven ability to operate 
permanently, can obtain space to operate in new premises built at the cost of 
a property owner who is unwilling to risk his investment and pledge his credit 
for the benefit of a tenant who has not demonstrated his ability to qualify for 
such confidence. 

We have consistently advised owners to seek local tenants and screen them 
according to their ability to do a real merchandising job simply because we 
believe the inclusion of such tenants benefits a project. We do not believe that 
inclusion of such tenants beyond the proportion of space available to them in 
the normal competitive renting process would be good business for the tenants, 
the owners, or the public. 


APPENDIX XIX 
SHOPPING CENTER BASICS 
[Excerpt from Urban Land Institute Technical Bulletin No. 30,1 February 1957 (pp. 10—12)] 
INGREDIENTS 


Once we know the general definition of shopping centers, then we can under- 
stand and appreciate the features that comprise their eventual development. 
In outline, the following items distinguish the shopping center as a building type 
and complexity : 





1Compiled and written by J. Ross McKeever, assistant director, Urban Land Institute. 
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BASIC FEATURES 


1. A site that is suited to the type of center, located for easy access from the 
trade area and adapted to the layout intended. 

2. A building group that is an architectural unit and not an assemblage of 
miscellaneous stores. 

3. An onsite parking arrangement that allows for ample entrance and exit 
and minimum walking distances from the parked car to the building. 

4. A service facility that separates truck access from customer circulation 
and eliminates servicing from the public’s awareness. 

5. A store grouping that provides for greatest merchandising interplay among 
the tenants’ locations. 

6. An agreeableness in surroundings that lends an atmosphere for shopping 
jn comfort, convenience, and safety—weather protection, landscaping, foot 
traffic separated from vehicle traffic, design quality—characteristics not asso- 
ciated with the usual commercial area. 

Each element must be translated to fit conditions and circumstances peculiar 
to the climate and geography of the locality. The interpretations, adaptations, 
and improvements for these basic features are what must be dealt with in 
planning, developing, and operating a successful shopping center. 

In putting together these basic elements there are steps that the developer 
must take during the long interval between the time he conceives the project 
and the stage when he opens the center as a commercial reality. 


STEPS AND STAGES IN SHOPPING CENTER DEVELOPMENT 


Economic analysis.—The measurement of the project’s possibilities and poten- 
tialities is the point of departure, even before launching a search for a site. 
(When the developer already has the site, then this initial step must be gaging 
the type and size of the center which will meet potentials of the trade area 
to be tapped. ) 

The analysis tells whether sufficient sales volume exists and whether possible 
growth justifies the potential for the site selected. It indicates the type and 
size of the center which can be built initially or eventually. It measures the 
population of the trading area and judges their buying power. It evaluates the 
competition and the percentages that may be attractive to the center. It indi- 
cates the trend of growth and predicts prospects for the future. It is the basis 
for satisfactory leasing and for sound financial planning. 

The economic analysis is a job for the expert in that field. The analysis 
doesn’t take the place of sound judgment but it does show on paper whether a 
new center is justified. 

Here, the Community Builders’ Council offers a new note of caution: “Statis- 
tics supporting one center should not be duplicated to show that a second, similar 
center, within the same trade area can be built.” This would seem to be obvious, 
but has happened all too often. 

Site evaluation.—The pondering about a site is part of the analysis stage— 
both when the site is already owned and when the site has to be found, then 
acquired. 

Among the factors that must be weighed to qualify the site as suitable for a 
center are these: 

1. Location.—Easily accessible over roads with enough unused traffic poten- 
tials to avoid future jamming; away from a cloverleaf intersection on a high- 
speed highway. “A site must be easy to get to—then it must be easy to drive 
into. A site serviceable by bus transportation draws customers without cars. 
A site close enough for walk-in trade has customers already at hand.” 

2. Size and shape.—All in one piece, undivided by highways, and free of 
dedicated streets; no grading complications; sufficient site area for the type of 
center intended, with room for the required parking and for an expansion of 
buildings and parking. 

8. Local conditions.—Close to adequate utilities; favorable zoning and neigh- 
borhood sentiment. 

Site Planning.—The preparation of a preliminary site plan goes along as the 


next step toward interesting key tenants and for arranging the financial 
planning. 
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Site planning calls for laying out the site to achieve the basic features which 
distinguish shopping centers, physically. Elements of the site layout are: 

1. Parking, in adequate amount, arranged in basic patterns (angle, perpen- 
dicular, herringbone) for ease in getting from the access highway to the stall 
and for reasonable walking distances from the parking place to the shops. 

2. Complete separation of customer traffic from the truck service traffic, 

3. Circulation on the site area to prevent customer cars from pulling onto 
boundary or access streets when they shift parking places within the center. 

4. Arrangement of store locations for relative compactness of stores, for 
distribution of their pulling power, and for eliminating all poor store locations 
and difficult parking patterns. 

5. Attractive areas for pedestrian-customers only. 

6. Selection of a pattern for the building arrangement which will best achieve 
greatest interplay among the stores. 

In the site planning stage, the project begins to take form for its eventual 
adaptation to the physical conditions of the site and for its trade area. Pro- 
fessional site planning and engineering studies proceed toward preliminary 
architectural plans while negotiations for the next phase in the development 
go forward. 

Leasing and financing.—The negotiations for securing the key tenants are not 
susceptible to rules of procedure. But the getting of firm commitments on major 
stores from good tenants is the phase of development preceding the firming up 
of commitments for financing the project and the preparation of detailed con- 
struction drawings. Leases to smaller tenants can follow along after the major 
leasing and financial planning are settled agreements. Even so, leasing and 
financing are stages to be covered before proceeding further. In this negotiat- 
ing stage, a prospectus in attractive brochure form makes a valuable exhibit for 
visual aid in selling the economic analysis, the site’s advantages, and the 
preliminary planning to interested tenants. 

Architectural designing.—The architectural and site development plans fol- 
low along while project negotiations are jelling. Sketches prepared in earlier 
site planning stages often change radically after leasing and financing are con- 
cluded. Final architectural plans and working drawings incorporate changes 
and depend upon details arranged under leasing negotiations—basements, storage 
areas, store fronts, interior finish, etc. 

Major details in the architectural planning stage are the structural solu- 
tions, the exterior unity, the centerwide conveniences, the decisions on weather 
protection by colonnades or canopies, air conditioning, sign design, provisions 
for expansion—all come in for finalizing before the letting of contracts for 
construction. 

Operations and management.—The eventual stage reached in shopping center 
development naturally follows after the site, architectural, and engineering 
plans are firmed. The letting of contracts for utilities, grading, and construc- 
tion culminates the efforts of the many months of planning, negotiating, and 
hasseling covered by the stages before ground breaking. 

With construction operations underway, the management stage begins in 
earnest. Before tenants move in and opening day arrives, a management 
operation that is efficient and able is set up for obtaining cooperation from the 
tenants for the benefit of the whole center. From here on an ownership organ- 
ization of high executive ability, with vision, energy, perseverance, and re- 
sponsibility will go a long way toward overcoming any mistakes that may have 
been made in the planning of the center. But little can be done if the mistake 
was made in selecting the site, setting up the financing, or in overjudging the 
market. 

Table of indicators for types and sizes in shopping centers 


Type of center Neighborhood | Community | Regional 


Average gross floor area___} 40,000 square feet 400, 000 square feet. 
Ranges in gross floor area_| 30,000 to 75,000 square | 100,000 to 300,000 square | 400,000 to over 1 million 
feet. square feet. square feet. 
Average minimum site | 4 acres 10 acres 40 acres. 
area. ae 
Minumum support 1,000 families; 7,000 to 5,000 families; 20,000 to 70,000 to 300,000" farnilies; 


20,000 people. 100,000 people. 100,000 or more people. 
Leading tenant Supermarket or drug- | Variety or junior de- | 1 or 2 department stores, 
store. partment store. 


———— 
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